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A Banker's Diary 





A FEW weeks ago the pundits were confidently announcing that the converti- 
bility plans of Britain and Europe were not only dormant but dead; now, 
happily, the genuine regrets, the crocodile tears and the undis- 

Exchange guised cheers that followed these pronouncements appear to 

Freeing: have been over-hasty. Undeniably, the pace cf advance has 

“Steady  slackened. At the meetings of the International Monetary 

Plodding ” Fund and the International Bank at the end of September 
Mr. Butler made plain that the British Government clings 
firmly to the familiar conditions that have to be fulfilled before any irrevocable 
measures Of greater exchange freedom can be granted to holders of sterling. 
He also appeared to intimate that the Government did not envisage that these 
prerequisites would in fact be satisfied in the immediate future. The sterling 
area had made satisfactory enough progress in strengthening its domestic 
economy; but the reserves were still held to be at an inadequate level, while a 
start had yet to be made on the implementation by the United States Adminis- 
tration of its policy of liberalizing its trade regulations and lowering its tariff 
barriers. But if these disappointments have ruled out any immediate dramatic 
announcement of the arrival of “ C-day ’’, they have certainly not dissuaded 
the British Government from continuing to follow its policy of widening, by 
piecemeal relaxations in exchange and trade controls, the uses to which 
sterling can be put. 

The Chancellor himself was emphatic on this point in his utterances in 
Washington; and he has recently been powerfully supported by the Governor 
of the Bank of England. Mr. Cobbold told the bankers and merchants of the 
City of London assembled at the Lord Mayor’s banquet at the Mansion House 
that ““ we press on with making sterling increasingly usable and acceptable 
throughout the world’. Mr. Cobbold takes a refreshingly practical view of 
the pattern of the advance to exchange freedom. He is suspicious of the 
word convertibility itself. “‘ I do not see a great wall, bebind which sterling 
isinconvertible and in front of which it is convertible. Rather do I see a long 
steeplechase course with fences to be jumped at intervals, some stiffer than 
others, but with a lot of steady plodding in between ”’ 

This is essentially the approach of the practical banker; but it is interesting 
to see that it is endorsed also by the doyen of the country’s academic 
economists. Sir Dennis Robertson has drawn attention in a recent paper* to 
the many forms that the grant of convertibility may take, and to the dangers 
of sacrificing the substance for the form. The grant of the automatic right 
of conv ertibility to all non-residents outside the “sterling area should not, he 
stresses, be made while residents of the sterling area remain shackled: and, 
in particular, advances towards greater exchange freedom should not be ‘made 





*Presented at the International Banking Summer School, the seventh in the series, held 
this year in Spain and attractively staged by the Consejo Superior ACRES Sh Se COMET 
setting of Granada. 
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at the expense of restricting the freedom and volume of trade. The Govern. 
ment’s present policy satisfies both these pleas. One point on which Professor 
Robertson is, however, out of line with some recent thinking—including some 
official thinking—is on the question of whether sterling should be made fully 
convertible at fixed or floating rates. In company with another leading 
economist, Professor Lionel Robbins, Sir Dennis has misgivings about the 
uncertainty to traders that a fluctuating rate would cause and, still more, about 


the opportunity offered to a weak government to use a free pound as a cover | 


for the pursuit of lax domestic policies. 


STERLING has in recent weeks been feeling the full force of adverse seasonal 


pressures; but both the financial world and the British Government appear 
confident that the present phase of weakness is not—at least 

Confidence to any significant extent—a reflection of more fundamental 
in changes. The fall of $17 millions in the gold and dollar 
Sterling reserves of the sterling area in September was appreciably 
smaller than had been expected in this period of heavy 

imports of dollar commodities such as grains, tobacco and cotton. Receipts 
of defence aid amounted to $9 millions, so that the actual net dollar deficit 





was $26 millions. 
payment of the quarterly instalment to Canada on its post-war loan to Britain 
and some $2 millions to instalments paid to the creditors of the European 
Payments Union as part of the arrangements to fund Britain's overdraft with 
E.P.U. <A further $12 millions represented a payment to E.P.U. in respect 
of the August deficit of £8.3 millions, which was in turn entirely attributable 
to a withdrawal of funds by France at the end of August that was exactly 
compensated by a repayment in early September. (This transaction naturally 
distorts also the September account with E.P.U., which showed a nominal 


surplus of £6 millions.) 

It is apparent, therefore, that the pressure on sterling in the exchange 
markets has reflected neither a lessening in sterling’s underlying strength nor 
loss of confidence on the part of speculators. The spot sterling-dollar rate in 
London did indeed remain below parity for most of October and fell to $2.79; 
in the middle of the month; but, significantly, the one occasion on which tt 
rose above parity was immediately after the announcement of the September 
gold figures. 
dollar continued to be quoted at a slight discount. 

The Government itself contributed to the air of underlying confidence by 
announcing in early October the long-awaited increases in the personal trave 
allowances. For the year just begun the allowances are raised from {50 t0 
{100 for adults, from £35 to £70 for children under 12, and from £25 to {33 
for motor cars. This decision has, deservedly, had a mixed welcome. If it 
can be considered right to incur the expenditure of an additional {£5 million 
or so a year by raising the allowance in this way—and few will question tha 
it is—the case must be strong for a total abolition of the control (subject, 0 
course, to safeguards to prevent illicit exports of capital). It is a pity tha 
Mr. Butler missed an opportune moment to use part of the benefits from 
sterling’s strength to restore an essential liberty of the individual citizen. 


Of this, however, $74 millions was attributable to the | 


A further encouraging sign is that during the month the forward f 
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THE Exchequer's finances in the first half of the fiscal year have shown a 
striking improvement on the estimates framed at Budget time; but, as the 
Chancellor himself has emphasized, they provide no grounds 

Smaller for undue optimism about the outturn in the year as a whole. 

Exchequer The above-line deficit at September 30 was, at {199.2 millions, 

Deficit as much as {78 millions smaller this year than last, in con- 
trast with the expected deterioration of £84 millions in the 
full year. The improvement was primarily attributable to a shortfall of 
expenditure, which was expected to rise by £249 millions in the full year but 
in fact fell in the six months by {10 millions. The major part of the under- 
spending is believed to be attributable to the defence departments; and a 
good portion almost certainly reflects simply a lag in payments, which may 
consequently fall to be made later in the fiscal year. The trend of revenue 
has been swollen by buoyant receipts from stamps and death duties (caused 
no doubt in part by the Stock Exchange boom) and by high receipts from 
customs (which have already risen by considerably more than the anticipated 
increase for the full year). Income tax has yielded {18.9 millions more than 
last year; the anticipated improvement is £69 millions for the full year, but 
a high proportion is, of course, collected in the spring quarter. 

The Exchequer’s capital accounts have also run considerably better than 
was expected. Net expenditure “ below-line ” was estimated to increase by 
{16 millions in the full year; and in this half-year it has fallen £31.7 millions 
below its level in the first half of 1953-54. Moreover, as it has recently been 
decided to include the capital expenditure of the Post Office (which totalled 
{13.9 millions at end-September) in the below-line accounts instead of 
fnancing it from the funds of the Savings Banks, the true improvement 
below-line totalled £45.6 millions. Most of this improvement has again been 
caused by a decline in loans to local authorities—-in contrast with the small 
increase anticipated for the full year. Gross lendings totalled £166 millions 
at end-September, against {127.5 millions a year before. 

The upshot has been that the total deficit at end-September was {109.8 
millions below its level a year before, whereas it had been expected to increase 
by fully {100 millions in the full year. The true improvement is, moreover, 
swollen not only by the distortion caused by the inclusion of the capital 
expenditure of the Post Office but also by the slackening-flow of defence aid, 
as the figures of expenditure presented in the Exchequer accounts are still 
computed after crediting the notional sterling “‘ counterpart” of this aid. 


TuE latest statement of the clearing banks available as this issue of THE 
BANKER goes to press shows that in the four weeks to September 15 net 
deposits rose by only £20.8 millions. This compares with a 

Modest rise of £35.4 millions in August and one of £53.8 millions in 
Rise in September, 1953. The deterioration in the credit trend in the 
Deposits earlier weeks of the third quarter over that of last year has thus 
been reversed; in the eleven weeks from end-June net deposits 

tose this year by {66.3 millions, whereas in the corresponding period of 1953 
they rose by {71.6 millions. The true improvement is, moreover, appreciably 
larger than these figures suggest, since the influence of the funding of bank 
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advances by the nationalized utilities from the proceeds of public issues was 
considerably greater in the third quarter of 1953 than 1954. 

In the latest four-weekly period, however, this relationship was reversed, 
The banks received heavy repayments from the proceeds of the call of £40 
millions on the Electricity Authority’s August loan, so that the fall of {13.1 
millions shown in advances plainly reflects an appreciable increase in loans to 
other borrowers. In the light of the buoyant levels of industrial and trading 
activity, it is indeed encouraging that such demands had not been showing 
themselves earlier in the year. 

The decline in total bank advances was almost offset by an increase of 
{12.5 millions in the banks’ investment portfolios. It is notable that just 
{10 millions of this increase was attributable to one bank, the National 
Provincial. Although this bank showed an even larger increase in its port- 
folios in July, it has still not made up for its inactivity during the spring and 
early summer when the other banks were substantial net buyers of securities, 
This is clearly demonstrated in our regular analysis of the position of the 
banks individually, presented on page 326 of this issue in improved form. It 
will be noted that the tabulation of national savings has also been revised 


and extended. 


September 15, Change on 

1954 Month Year 

£m. £m. £m. 
Deposits at ai - ¥ 6538.9 + 20.0 + 219.3 
‘Net’ Deposits* ... .. 6300.2 + 20.8 + 205.1 

Yo t 

Liquid Assets a Ss 2200.3 (33-7) - 19.7 — 766.1 
LOGE « &. - ios - 520.9 (8.0) — 12.6 +- 5-9 
Call Money - = va 417.6 (6.4) - 20.2 —- 57.9 
Treasury Bills .. Ka id 1181.5 (18.27) - 54.7 — 140.6 
Other Bills = ri ” 80.4 (2.2) - 25 + 26.5 
Investments plus Advances.. “ 4176.1 (63.9) —- 0.9 + 377.0 
Investments .. ‘a v 2300.5 (36.1) + 12.5 + 223.6 
Advances _ aa ide 1815.6 (27.8) — 13.3 + 153.4 
*After deducting items in course of collection. Ratio of assets to published deposits. 


The modest rise in deposits in September was attributable not only to the 
repayments by the B.E.A.; it was still more a reflection of the surprisingly 
small demands made on the banks by the Government. The banks’ holdings 
of cash, call money and Treasury bills—which together represent the finance 
made available to the Government directly or at one remove—rose on balance 
by only £21.9 millions, compared with an increase of no less than £70.4 millions 
in the corresponding weeks of last year. Yet the net deficit in the Exchequer 
accounts in the nearest comparable period reached no less than £82 millions, 
and net receipts from tax reserve certificates and small savings were mort 
than offset by a decline in the note issue. A further sum must also have 
been needed to finance the sterling counterpart of the surplus on the balance 
of payments. The discrepancy of around £70 millions between the Gover- 
ment’s apparent needs and its borrowings can certainly not be wholly 
attributed to sales of gilt-edged by the departments. An appreciable sterling 
sum was probably received by the Exchange Account from the repatriatiot 
of some of the foreign funds that flowed into London in the spring; but patt 
of the discrepancy is almost certainly attributable to distortions arising from 
the differences in dates between the bank statements and Exchequer returms. 
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THE controversy about endorsements has been brought to the fore again by 
the news that a Conservative M.P., Mr. Graham Page, the member for Crosby, 
is introducing a private Member’s Bill with the object of 
Getting Rid making it unnecessary for the payee of an “ order ’’ cheque 
of Endorse-_ to endorse it when paying it into his own banking account. 
ments ? In informed discussions, the case for dispensing with or 
reducing the need for endorsement of orders that are not 
negotiated to third parties stems not only from the proposition that such 
endorsements cause much trouble without serving any useful purpose but 
from the fact that they probably would never have been required at all if 
the practice and law governing cheques had evolved in its own right instead 
of from the law governing bills of exchange as such. This line of argument 
has inspired many different suggestions in recent years—for example, the 
proposal for a new non-transferable order mooted by Mr. G. O. Papworth in 
THE BANKER for July, 1949—and all of them have sought, in effect, to separate 
the vast majority of “‘ cheques’ that are never transferred to third parties 
from the few that are liable to be transferred and hence more truly partake 
of the essential attribute of a bill of exchange. Mr. Graham Page's plan 
seemingly follows this pattern, except that it proposes a change in the law, 
whereas Mr. Papworth’s plan, among others, did not. 

Although the whole issue has been much debated, and the clearing banks 
themselves submitted it some years ago to an internal committee, the policy 
of the banks has never been made plain—if, indeed, there is yet any clear 
collective policy. The case for letting well alone—as cogently argued, for 
example, in Mr. L. C. Mather’s reply to the proposal just mentioned (see 
THE BANKER for September and October, 1949)—certainly still commands a 
strong following. But such arguments do not spring simply from dislike of 
change or fear that the banks might lose in the process some of their legal 
protections. Rather do they reflect the doubt whether the commercial circles 
that seek the change are representative of the whole commercial body—or 
whether the majority would really opt for change if they understood fully 
what is involved. In particular, there is the important question whether the 
business world is prepared to drop its widespread practice of issuing “* cheques ”’ 
bearing forms of receipt—and, if not, whether this practice could be efficiently 
and economically combined with a plan whereby other non-transferred orders 
on bankers would no longer need endorsement. Some labour-saving solution 
should be possible—but to achieve it will require more open and informed 
discussion between the banks and commercial bodies than has yet taken place. 





PERHAPS no great institution suffers from as much misrepresentation and 

misunderstanding as does the City of London. It is always pleasing, there- 

fore, to be able to welcome a clear and concise exposition of 

Explaining the many facets of the City’s work; and quite especially so 

the City | when it comes from a pen so lucid as that of Mr. Oscar 

Hobson.* Mr. Hobson’s little book, written in his incom- 

parably simple style, is in form a further edition of a volume first published 
just before the war. 

The new circumstances of the war and post-war period have, however, 


* How the City Works. By Oscar C. Hobson, News Chronicle, London, 155 pp., 6s. 
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brought many changes and complications to the mechanism of the City’s 
operations. Mr. Hobson has been obliged to add a chapter on exchange 
control; his chapters on the great commodity markets have been almost 
completely rewritten; and he has obviously taken particular care to make his 
account as up to date as possible. His book can be safely recommended as 
the surest simple guide available. 

Another noteworthy City publishing event in recent weeks has been the 
birth of a new bank review. The periodic reviews published by most of the 
banks have long provided a highly useful forum for the impartial discussion, 
often on lofty planes, of questions of practical economic and financial interest. 
Now a prominent Eastern exchange bank has entered the field with the first 
publication to give specialized attention to the problems of banking in the 
East.* That this will not unduly narrow the scope of the new review is 
well demonstrated by the first issue. This contains, besides articles on the 
refineries of the Indian Ocean and Burma's National Product, a highly topical 
discussion on “ Convertibilitv and the Outer Sterling Area ” from the prolific 
pen of Mr. Paul Bareau. 


THE expected change in the chairmanship of Lloyds Bank took place at the 
beginning of this month. Lord Balfour of Burleigh, at 71, steps down to 
make way for Sir Oliver Franks, who became deputy chair- 


Lord man of Lloyds in June, 1953, with this lofty appointment in 
Balfour view. Sir Oliver needs no introduction, either to the general 


Steps Down public or to the City. At only 49, with a distinguished 
career 1n the public service already behind him, he becomes 
heir to a great tradition—and has great qualities to match it. To the clearing 
banks, as to many other institutions, these recent years of culminating per- 
sonal strains borne during the war have brought more changes 1n their chairmen 
and top executives than have generally been compressed in so short a period. 
But this latest change cannot be allowed to pass without a special tribute to 
Lord Balfour, chairman of Lloyds throughout the post-war period—actually, 
since January I, 1946—and a towering figure in the banking world. His 
annual adcresses, as all readers of THE BANKER should well know, have been 
masterly analyses of the needs of the economy and have pleaded consistently 
and cogently the virtues of the liberal remedies for its ills, and especially of 
the policies of disinflation and flexible money. 

Lord Balfour began his City career as an insurance clerk in 1907; after dis- 
tinguished active service in the war he became a partner in the bill-broking 
house of Henry Sherwood & Co., which proved a spring-board to an increasing 
list of bank directorships. These included the District Bank, on the occasion 
of its joining the London clearing in 1936—with the interesting result that 
after the second war Lord Balfour was released from the directorship of one 
clearing bank in order that he could become chairman of another, a most 
unusual progression. Lord Balfour now remains a director of Lloyds Bank, 
as indeed of the many other City institutions with which he is associated. 
He will also continue active in other spheres of public life, including the 
House of Lords. 


* The N.BJI. Review. Published quarterly by the National Bank of India. 
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Knife-Edge Equilibrium 


N recent weeks Britain has faced the first major threat to the prosperity 

—the internal boom combined with external strength—it has won by its 

efforts and by a measure of good fortune since the crisis of 1951. The 
prolonged strike in the docks of London and in other major English ports has 
done more than cause serious disruption in the export trade and in the flow 
of food and materials. Together with the stoppage in London’s bus services 
in the middle of last month, it has brought into question once more the very 
possibility of maintaining a stable economy in conditions of  brimfull 
employment. 

If these disturbances have jolted public lethargy, it is still unfortunately 
true that the extent and nature of the threat have not been generally under- 
stood. The stock markets, indeed, so far from registering concern, hesitated 
only momentarily, arid were booming on the very day on which the dock 
disturbances were spreading outside London. At the moment of writing, 
the Ordinary share index of the Financial Times has reached a new peak of 
181.1, nearly ten points above its level of end-September. This strength 
reflects the continuing flow of favourable news and perhaps a still mounting 
flow of savings, influences that have induced a pervasive optimism that is 
not easily shaken. But when full allowance has been made for this, the 
markets’ unconcern about the strikes still implies a remarkable unawareness 
of a truth propitiously emphasized last month by the Governor of the Bank 
of England: the margin between healthy activity and less healthy boom is 
only a narrow one. 

Mr. Cobbold’s reminder, given at the annual Bankers’ Dinner to the 
Chancellor at the Mansion House, was not directed specifically to the stock 
markets (though he did also say that the City this year has at times been 
“over-cheerful ''). Like the Chancellor himself, he was concerned with the 
economy asa whole. And both he and Mr. Butler admitted that the economy 
is nearer to the ** primrose path "’ of inflation than it was twelve months ago. 
Then Mr. Butler was satisfied that it was steering a middle course between 
that path and the “ waste land ’’. Now he gives warning that he is standing 
ready—as no doubt Mr. Cobbold is—to prevent the gathering of too many 
primroses. 

It is arguable, indeed, that the need for action may be nearer than these 
speeches implied. Mr. Cobbold, after observing the high speed at which the 
economy is running, saw “ little ’ in the monetary picture to suggest that we 
are“ as yet’ going beyond a healthy active economy. The surprising, even 
unique, characteristic of this year’s internal boom is that it appeared to have 
been proceeding without giving rise either to evident inflationary pressures at 
home, in the shape of shortages and strain upon stocks, or to a worsening of 
the balance of payments through loss of exports or excessive imports. Never 
before has the economy run so close to the point of over-strain without setting 
up one or both of these dangerous trends. Unemployment through this 
summer has fluctuated between 220,000 and 240,000, virtually its lowest since 
the war, and equivalent to 1.1 per cent. of insured workers. When the ratio 
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last went below this level—and for a short period touched 0.9 per cent.— 
Britain was in the throes of the crisis of 1951, and in six months incurred an 
external deficit then officially estimated at around {£400 millions. Now, in 
the first half of 1954, as last month’s White Paper revealed, it has earned a 
surplus of £154 millions—appreciably more than in the second half of 1953 
and in marked contrast with the tiny surplus earned in the first half. This 
figure excludes the £24 millions received as dollar defence aid. 

Until the middle of the year, at least, the domestic boom had obviously 
not put any strain upon the balance of payments. And the fact that no 
evident signs of inflation were visible at home had led reflective observers to 
begin to hope that, thanks to its new freedoms, the economy could run at 
full tilt with a degree of safety that was never present when it was driven by 
the planners in a harness of physical controls. There is certainly an important 
truth in this argument. But even an unharnessed horse cannot gallop 
indefinitely without over-strain. And in these past few months the feeling has 
grown that the danger points, if not reached already, have come very close. 

The strikes have brought this feeling to a head—both because of what 
they indicate about the underlying tendencies in the economy and because of 
the damage they are doing and threatening. But they are not the only 
reason for it. This year every one of the major trends has been in an infla- 
tionary direction. During 1953, after the recession of the previous year, 
there was clear room for expansion without inflation. But last spring, despite 
the possibility that some disinflation might be “ imported ” as a result of the 
American recession, the Chancellor was obliged to offer only a “‘ no-change ” 
budget because the economy seemed already almost fully extended, and the 
only stimulus he could risk giving was that to productive investment. Since 
then, demand in a number of sectors of the economy has been mounting 
faster than he apparently expected. 

Personal expenditure rose by 34 per cent. in the first half of this year, and 
in real terms it was running 2 or 3 per cent. above the verv high average 
for 1953; the figures of retail trade and other indicators suggest that, in spite 
of the wet summer, this buoyancy has continued. Yet the argument of the 
Economic Survey had been directed to showing that consumers’ demand was 
unlikely to fall ‘‘ markedly’. The progress of new housing and commercial 
building likewise seems to have outpaced the assumption that no additional 
resources would be absorbed in these spheres. Industrial fixed investment actually 
undertaken has probably increased only moderately, but new orders and pro- 
jects are gathering force—doubtless reflecting the prevailing optimism and 
last year’s restoration of initial allowances, rather than yet in response to this 
year’s new stimulus. There must have been an important increase in invest- 
ment in work-in-progress, if not in stocks as such. The volume of exports 
has been running at 8 per cent. above last year’s level, compared with the 
Survey’s expectation of a gain of 5 per cent. at best; whereas, the import 
volume, though maintained at its highest since pre-war days, has been only 
slightly larger than in 1953. The terms of trade, though tending to worsen 
slightly, have been a shade better on the average. In other words, they 
accounted for only a modest part of the growth of the external surplus, most 
of which has had to be provided from domestic resources. 

Every one of these sources of demand, it will be seen, has been expanding. 
The only sector that may conceivably have expanded less than expected 1s 
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defence; but it is not clear whether the shortfall of supply expenditure below 
estimate (certainly mainly due to defence) reflects lags in work done or mere 
lags in payments—or any genuine savings at all. In any case, Britain’s far- 
reaching and statesmanlike new commitment to Europe portends a sub- 
stantial new burden on the domestic economy—even after allowing for some 
probable savings in other areas. 

The major reason why the economy has been able to meet this all-round 
and unexpectedly large increase in demand without serious strain is, of course, 
that output has also risen faster than had been foreseen. In the first eight 
months of the year industrial production averaged almost 7 per cent. more 
than in the similar period last year. But even if this expansion has been 
supported by an appropriate increase in work-in-progress and in the supplies 
flowing through the pipelines and without strain upon stocks (which is rather 
questionable), it does not follow that this equilibrium between demand and 
supply is readily sustainable. Many indicators show it to be a knife-edge 
equilibrium. This additional output is not simply the fruit of the natural 
growth in the labour force and of a true increase in productivity, or even of 
the further decline in the tiny fraction of the labour force that is unemployed. 
It has been achieved partly by an extension of overtime working and by other 
expedients that suggest that the pace will be hard to sustain without strain, 
even though they raise average output per worker in the short run. 





SIGNS OF STRAIN EMERGING 


It is a remarkable tribute to the virtues of the recent freeings of the 
economy that signs of strain did not appear months ago; but now they are 
beginning to show themselves at the margins—production held up here by 
shortage of a particular kind of steel, there by shortage of skilled labour. It 
is important to observe that a large part of the decline in unemployment must 
represent a reduction in the number of workers who are changing jobs: three- 
fifths of the 1 per cent. are workers who have been unemployed for less than 
eight weeks. There has been some revival of complaints about delivery dates 
for British exports, and from the radio industry—-to take one known instance 
—there have been reports that the hire-purchase boom since the easing of 
restrictions has been pre-empting goods originally destined for export. 

These frictions and dislocations may still be small by comparison with 
earlier post-war phases of pressure. But they show very clearly how little 
toom is left to the economy for the meeting of any change in its circumstances 
—such, for example, as a mere shifting in the character of export demand— 
not to mention any major new pressure. Yet even this brimfull economy is 
still lagging sadly in the volume of its productive investment; and if notable 
new projects are now afoot, how is this new demand to be met? Must we 
really be content to slip back from the export surplus, which this year may 
lor once come near the target set to assure the year-by-year financing of 
necessary @verseas investment and buttressing of reserves ? 

This, then, is the knife-edge equilibrium upon which the strikes impinged. 
Their direct impact alone could upset the balance. So far the supplies in the 
pipelines have been enough to prevent serious trouble, except to exports. 
But even if these supplies last until normal working is resumed, that will not 
be the end of the matter. There will remain the longer-range question of how 
lar the economy dare go in meeting the demands that underlie all such unrest 
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—the problem of how it can provide for new investment if it does meet them, 
or avoid new disturbances if it does not, and of how it can stay in balance 
on the knife-edge in either case. 

Last month’s disturbances were not, admittedly, solely a reflection of the 
latent inflationary pressure. In the dock strike, at least, the non-economic 
factors have been especially important—notably the inter-union rivalry, and 
the lack of contact between .men and leaders in the giant Transport and 
General Workers’ Union. But it is certainly true that it is in conditions of 
booming demand that grievances of this kind are most liable to be pushed to 
the test of strike action. In the London bus strike the connection with boom 
and brimfull employment was even closer. That stoppage was caused, at one 
remove, by the need for extensive overtime working to make up for shortage 
of staff, and this in turn stemmed from the failure of the recruitment drive, 
The underlving wages grievance was not, apparently, that basic rates were 
unconscionably low, but rather that they could no longer attract a sufficient 
supply in competition with other employers in this economy of I per cent. 
unemployment. Whatever the detailed merits of the busmen’s claim, it is 
clear that a competitive wages race cannot provide any durable solution. 

This, however, is the kind of solution upon which Britain seems lately to 
have been relying. Early this year the threat of industrial disputes over 
claims for higher wages loomed large; but, at Jeast until last month, the dis- 
turbance had been much less than had been feared—apparently because the 
booming economy has itself permitted higher wages to be earned and spent. 
But there are evident limits to this process, as the incipient strains show. To 
say that wage increases must be covered by increased productivity is only 
part of the truth. For if the trade unions use the great bargaining strength 
they enjoy at times of full employment so as to extract for their members 
the whole or most of the increment of productivity, there will be no resources 
or only inadequate resources to provide for the increased investment upon 
which future productivity and living standards depend. There is, in short, a 
crying need for the trade union movement—its rank and file as well as its 
hierarchy of officials—to undertake a fundamental re-thinking of its rdle and 
policies, with the purpose of bringing them into line with its own real interests 
in this new era of full employment and welfare economics. Given an inspired 
leadership, this effort could indeed be lifted to the plane of a new workers 
crusade, and it would find an interesting link with Mr. Butler’s latest slogan, 
‘Invest in Success ’’—with the goal of a doubled standard of living in 





twenty-five vears. 
The starting-point for any such new approach is to recall the economic 


truisms of wages. With this in mind, THE BANKER publishes this month an 
article by Professor Victor Morgan, which soberly spells out the first principles 
—principles thoroughly familiar to the few, but forgotten or only half 
understood by the great majority. All but the most oomaeniealy sophisticated 
of our readers should find that this article well repays a careful reading— 
though that is not to say that we ourselves would regard as feasible the 
particular solution that Professor Morgan embroiders on to his impeccable 
analysis. It is, however, a thought-provoking proposal, well in the spirit 0 
constructive enquiry into the problem of how to keep a brimfull economy 
from slipping from time to time well below that level—or from securing 4 
less than optimum rate of rise in its standard of living. 
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Flexible Money and Full Employment 


OW that flexible money is for the first time being developed in an age 

of full employment, how far should the principles of central bank action 

differ from those of the recent past or from earlier phases of flexible 
money ? Is the apparatus created after the breakdown of the old orthodoxy 
—and in particular the apparatus of the Exchange Account—suited to the 
new circumstances and aims? And what, indeed, should those aims be ? 
These are fundamental and formidable questions, going far beyond the sphere 
of technique. But they cannot be shirked if the enquiry into the scope for 
a more effective monetary flexibility is to be extended from the technique of 
the commercial banks and money market—scrutinized in the September and 
October issues of THE BANKER—to the actions of the monetary authorities 
themselves. 

This leaving of the fundamental issues until last has this justification: the 
clearing banks and the money market are confronted already with a problem 
of rate relationships, and the discussion has suggested how the ‘y might ease 
their problem and also improve the flexibility of the whole system, even 
though official policy and technique remain unchanged. It has been shown 
that the present rate pattern exhibits some notable anomalies by comparison 
with the patterns that developed in a free market in former phases of flexible 
money. [hese anomalies partly arise from the rigidities caused by the rate 
agreements maintained by the clearing banks and partly they are a survival 
from the measures adopted by the authorities to smooth the transition during 
the first two years of the new policy initiated in 1951. But one major 
anomaly, the big widening of the difference between the cost of most forms of 
short-term credit to the private sector of the economy and the cost of short- 
term credit to the Treasury, is in effect being powerfully sustained by policies 
continued by the authorities after the dropping of their transitional measures. 

The margin between the market rate of discount (which governs the cost 
of a huge volume of Treasury bills and a relatively tiny volume of com- 
mercial bills) and the Bank rate (which broadly governs the cost of loans and 
overdrafts from the banks) is nowadays roughly three times as wide as it was 
on the average in former phases of flexible money. The breadth of this 
margin is partly a function of the ease with which the market and banking 
system secure additional cash from the central bank. The market is charged 
Bank rate, instead of the former } per cent. above Bank rate, when it 1s 
obliged to seek the so-called ‘‘ penal ’’ seven-day loans from the Bank. But 
the Bank of England generally saves the mi irket from the need for such loans 
by constantly intervening to relieve credit stringencies by buying short bills 
at current market rates. So long as this lenient practice is followed, the 
power of Bank rate has to rest almost wholly on its ‘‘ moral” or ‘‘ psycho- 
logical ’’ force, the power of the clearing banks to determine rates (by con- 
certed agreement or otherwise) is correspondingly enhanced, and the chances 
that the relationships between the several rates may be determined naturally 
by market forces are diminished. 

For reasons shortly to be explained, it is unfortunately no longer feasible, 
in any case, to revert to a money svstem of such freedom as would determine 
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the patterns of rates, and the degree of credit ease or stringency, more or less 
automatically. But if the policy of flexible money is to make its maximum 
potential contribution to the health of the modern economy, one of its most 
vital aims must always be to ensure as natural an equilibrium of rates as 
possible. The first question, then, is—what 7s the “ natural ” relationship 
between the Bank of England and the commercial banking system? As qa 
preliminary aid to clear thinking on this problem, it is well worth while to 
recall how the relationship evolved in a free market. 


BANK AND MARKET—How THE RELATIONSHIP EVOLVED 


In the days when the Bank of England was itself actively engaged in 
commercial business and its resources were not dwarfed by those of the com- 
mercial banks, there was inevitably a close and direct connection between the 
Bank’s discount rate and the rates of the commercial banks and money 
market, especially as a large proportion of their lendings were then by bills 
rather than advances. The natural link was loosened, but not broken, when 
the Bank came to see that, as custodian of the reserve, it ought not to compete 
aggressively for commercial business and should be mainly a lender of “ last 
resort ’’. This principle required the Bank’s official rate (as distinct from the 
rate charged to its own private customers) to be kept normally above the 
market rate, and this also ensured that any enforced borrowings from the 
Bank involved a penalty for the borrower. And, once the Bank felt itself 
free to protect itself against excessive demands by raising its published rate 
to whatever extent it deemed necessary, it stood ready to lend freely at that 
rate against approved securities without setting any quantitative limit upon 
the total of its lendings. In these conditions, market rate would approximate 
to Bank rate only when additional credit from the Bank was necessary to meet 
the total demand; at other times an important determinant of the extent to 
which market rate dropped below Bank rate was the degree of probability 
that such additional credit would be needed. 

By the time these principles had evolved, the greater part of the Bank's 
lendings as “‘ last resort ’’’ had come to be canalized, as they have been ever 
since, through the discount market, instead of passing direct to the com- 
mercial banks or to private borrowers. Hence the influence of the Bank of 
England upon the whole structure of commercial rates was exerted mainly 
through its impact upon that market; but it was a very free market, in which 
the margin between Bank rate and market rate was settled by the play of 
natural forces. Under the gold standard, a strengthening of sterling m 
response to a strong balance of payments (including capital transactions) 
would bring in gold from abroad and this would automatically expand the 
commercial banks’ cash base at home. A decline in domestic activity would 
similarly ease the banks’ position, by bringing in gold from domestic circt: 
lation and reducing the demand for discounts and loans. In either case, é 
surplus of credit would be caused in the money market, the discount houses 
fear of ‘‘ penal ’’ borrowings at the Bank would recede, and the margin betwee 
market rate and Bank rate would widen automatically. It would likews 
contract automatically when the opposite conditions obtained. 

Except at certain seasons when the inadequacies of the Treasury’s tech 
nique caused immobilizations of funds (during the ‘“‘ shuttings ’’ before the 
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quarterly Government dividend payments), the Bank did not intervene to 
relieve credit stringencies. Hence the relationship between Bank rate and 
commercial rates, though flexible and indirect, was still determined naturally. 
And since the banks’ interest allowances on deposits still depended mainly on 
what they could earn on bills and short money, deposit rates could likewise 
be regarded as “ naturally ’’ determined. The influence of Bank rate and 
the natural determination of the whole rate structure became somewhat less 
sure, however, when bank advances began to supersede bills as the basic 
instrument of domestic credit, because charges for advances often had no such 
clear relationship to Bank rate, and some advances business was of a kind 
that did not need to maintain any closely competitive relationship to bill 
finance. 

These frictions were not sufficient, however, to destroy the natural links. 
There was always effective competition at the periphery, at least. So long as 
the Bank could keep its rate in reasonable relationship to the market rate 
whether by the principle of “‘ following ”’ the market down when the reserve 
was not in danger, or by forcing market rate up if it sagged unduly when 
speculation was rife or the reserve was threatened—the banks were well able 
to regard Bank rate, in the language of the day, as the barometer of the ‘“‘ true 
value’ of money. In these conditions, the conventional relationships that 
began to emerge between certain rates—first between deposit allowances and 
Bank rate and then between basic short-loan rates and Bank rate—did not 
really infringe the principles of a free market. These rate agreements, like 
the leadership of the Bank of England itself, were designed to maintain a due 
equilibrium by preventing excessive and dangerous fluctuations. And after 
the resources of the commercial banks had risen to a multiple of those of the 
Bank of England, such agreements were the very means of enabling the Bank 
to retain its leadership. Yet the agreed rates had to harmonize with the rates 
settled in the fully flexible market. And the leadership of the Bank, to whose 
rate these agreed rates were linked, was itself directed by an almost rule-of- 
thumb interpretation of market forces. 


As noted above, the flow of gold to or from the country tended to reduce 
or raise commercial interest rates automatically, and did so precisely because 
it expanded or contracted the volume of credit automatically—without any 
deliberate action by the Bank of England. The Bank’s own actions, in 
reducing or raising Bank rate, thereby usually intensifying the movement 
already begun in the market, were only one degree less automatic, since they 
were generally directly related to the resultant changes in its reserve. The 
underlying assumption was that the changes in the volume of credit and the 
accompanying changes in interest rates would react first upon the inter- 
national flows of short-term capital and then upon domestic activity and 
prices so as to correct any undue external equilibrium, and thus check or reverse 
the originating gold flow. According to this principle, it was not only 
unnecessary but wrong for the Bank to try to “ neutralize ’’ these almost 
automatic processes. Its interventions in the open market were therefore 
very largely confined to efforts to stiffen market rates on those occasions 
when they failed to harmonize with its own rule-of-thumb. The relationship 
of market rate to Bank rate—and broadly, therefore, the pattern of com- 
mercial rates as a whole—depended mainly upon the impact of natural forces 
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upon the supply and cost of short money, and therefore also upon the extent 
to which the discount market found itself driven to take “ penal ”’ aid from 
the Bank. 

Nowadays, it is almost everywhere assumed that all such principles have 
been rendered utterly obsolete—first, by the collapse and discrediting of the 
gold standard and, more recently and even more completely, by the acknow- 
ledged primacy of the social objective of maintaining full employment and 
the welfare state. Given that primacy, it is contended that “ natural” 
forces emanating from the relationship of the economy to the outside world 
cannot be permitted to be the determinants of the volume of credit internally 
and of the level and pattern of domestic interest rates. But the obsolescence 
of the classical principles is much less complete than is popularly supposed. 
The fundamental change certainly is that no Government now would be 
prepared to fight in the last ditch, and almost regardless of cost, in defence 
of any given exchange parity: in any major disequilibrium Britain would 
certainly allow sterling to depreciate if it believed that this might be the 
means of saving it from a major increase in unemployment or severe pressure 
upon the social services. But, as all post-war experience has proved, this 
ultimate primacy of social objectives does not mean that threats to the 
economy's external equlibrium can be disregarded. 


CLASSICAL RULES IN MODERN DRESS 


On the contrary, the post-war lesson is that means must be found of 
maintaining a due external equilibrium in the interests of full employment 
and of welfare standards alike; and that a flexible monetary policy is one of 
the indispensable instruments for the purpose. In exceptional circumstances, 
of the kind that might arise at a time of grave dislocation of world trade, the 
social objectives might conflict (or seem to conflict) with orthodox criteria of 
monetary policy and then would doubtless be allowed to override them. But 
at all other times it is desirable that the volume of credit and the level and 
pattern of money rates should broadly conform to “ natural ” forces—forces 
that differ from those of the past much less radically than is generally assumed. 

All responsible economists admit this need to keep the internal economy 
in step with the external forces playing upon it. But some of them—notably 
those of the Left—dispute the wisdom of using monetary policy for the 
purpose. They contend that, in an economy in which wages and many 
prices are almost inflexible (except upwards), monetary measures, whatever 
their virtues in former times, can exert restraint only by producing excessive 
unemployment. This is not the place to repeat in detail the reply to this 
contention. It should suffice to recall that Labour authorities, from Si 
Stafford Cripps onwards, have recognized that in a democratic community the 
characteristic devices of the Left—the direct controls and rationings of 
‘ planning ’’—will never succeed in curing a basic disequilibrium unless they 
are supported by an effective disinflation. They have equally conceded that 
if the labour force is strained by “ over-full ’’ employment and 1s at the same 
time mal-distributed, any successful cure must involve some degree of tran- 
sitional unemployment. Monetary policy is in principle simply one of the 
means of achieving the necessary disinflationary restraint—but all recent 
experience goes to show that in practice an effective restraint will never be 
achieved without it. The rigidity of wages certainly makes the adjustment 
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much more difficult, and more painful for the least sheltered industries, than 
it would otherwise be; but this is true of all means of adjustment, and not 
of monetary measures alone. Admittedly, if monetary policy were used as 
the sole means of correcting a severe disequilibrium, then it is conceivable 
(though not certain) that it might work more harshly than the electorate 
would tolerate. But in the modern world it never will be left to work alone. 
It must always conform, not only in direction but also broadly in degree, to 
the aims and intentions of economic policy as a whole, as pursued through the 
budget and by other means.* 


If these principles are accepted, the constant aim of the monetary 
authorities should be to achieve, within the limits set by overriding policy, 
a “natural ’ equilibrium of rates. But, unfortunately, it is no longer possible 
for this to be brought about by natural processes, working more or less auto- 
matically or through some easy rule-of-thumb of the Bank itself. Para- 
doxically, the really decisive difference between present and past conditions 
for the operation of flexible money arises less from the fundamental change 
in the ultimate objective than from mainly technical considerations. Two 
major changes in monetary mechanics have made it impossible for the 
authorities to avoid constant intervention in the market, so that the play of 
forces there always depends, in greater or less degree, upon what the authorities 
are doing (or not doing). The nearest approach that can be made to a 
natural market is for the authorities to form their own opinion of what the 
“natural ’’ circumstances would be, and then to try to produce a credit 
pattern that more or less conforms to their assumption. This concept of a 
contrived freedom may seem fanciful. But unless the attempt is constantly 
made, much of the real value of the monetary mechanism, as a sensitive and 
selective regulator, will inevitably be lost. The principles of operation should 
be, first, to try to minimize the influences that necessitate intervention and 
then to intervene only for the purpose of correcting or preventing a distortion 
of what is conceived to be the natural equilibrium. 


FLEXIBLE RATES FOR ‘‘ SMOOTHING” ? 

In this context, the two major differences between present circumstances 
and those of former periods of flexible money arise from (1) the fact that the 
volume of payments to and from the Government and associated public 
bodies now forms an incomparably larger proportion of total payments than 
it used to do, and (2) the mechanism of the Exchange Equalization Account. 
Under the first head, the market clearly cannot be left to face the fast alterna- 
tion of major stringencies and credit gluts that would be caused by Govern- 
ment finance if the Bank of England made no attempt to neutralize these 
movements. In principle, the Bank’s efforts to “‘ smooth out ”’ these particular 
fluctuations in the credit flows are wholly constructive from all points of 
view—they are intended to prevent distortion. The classical system, if it 
permitted the analogous but much smaller flows to affect rates, did not depend 
lor its efficacy upon the resultant short-term fluctuations in rates and basic 





* The Governor of the Bank last month pushed this proposition even further. Bank rate, he 
said, cannot be expected ‘‘to offset the effects of wrong policies in other fields’. But that 
surely depends upon the degree of ‘‘ wrongness’’—and upon how far it still seems “right ”’ to 
those responsible for it. 
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credit supply but upon the freedom with which these were affected by the 
really fundamental forces. 

But the present technique, though unexceptionable in principle, is open 
to important objections in practice, because of the difficulty of distinguishing 
the technical from the fundamental sources of credit disturbance. Once the 
habit of ‘‘ smoothing ’’ has been firmly established, and is practised frequently, 
the operators find it hard to draw a firm line, and to confine the occasions 
and amounts strictly to the intended technical purpose. The market comes 
to assume that it will be saved in the end from almost any pressure—except 
that it will be “ arbitrarily ’’ forced into the Bank for a tiny amount of 
‘penal’ loans, at infrequent intervals, merely for the purpose of demon- 
strating that the orthodox mechanism still exists. Moreover, it is taken for 
granted that the bills purchased as the means of giving the aid will always 
be taken at rates in line with the market—a practice that tends to consolidate 
any rigidities already present in the rate pattern. The Bank might at least 
consider the advisability of working at differential rates when it is in doubt 
about where to draw the line. On any given day the basic rate could normally 
be limited to a strict reckoning of the shortage attributable to Government 
finance, leaving any special purchases beyond that amount to be made at 
flexible rates related to the degree of stringency. Practices of this kind would 
give the Bank an additional regulator, and a nicely sensitive one. 

There is, moreover, one fundamental flaw in present technique if its object 
is to achieve a “‘ natural”’ equilibrium. The credit effects of the operations 
of the Exchange Account actually reverse the direction of those exerted by a 
gold standard. Under the classical system an inflow of gold eased cash 
ratios (and liquidity ratios) because it was sold to the Bank of England against 
additional bank cash, which was available to support commercial bank deposits 
that had increased by only an equal amount. Now the gold—or, rather, its 
equivalent in foreign exchange—is sold to the Exchange Account, which, not 
being a credit-creating central bank, cannot pay for it without realizing its 
sterling securities; and if the sales are made to the commercial banking system 
in the ordinary way the net effect is that the banks’ additional deposits become 
backed by an equal rise in their bills (and/or call money), with no change in 
their cash. Though their ratio of liquid assets as a whole is raised, their 
cash ratio is reduced. When gold flows out the opposite contrast to the gold 
standard mechanism occurs: the automatic effect is to raise cash ratios, 

During the ‘thirties, when this mechanism was being run in, the Bank 
soon developed the practice of trying to neutralize the effects upon the cash 
ratio. Thereafter, the only weaknesses in the system were generally regarded 
as arising solely from the frequent delays in giving this neutralizing relief when 
gold was flowing in, and from the peculiar effects (to which Keynes drew 
attention) of funding floating debt that was the counterpart, at one remove, 
of foreign balances. The question was never raised of the desirability of 
allowing—as under the gold standard—a strengthening of sterling to cause an 
easing of credit and a weakening to cause a tightening. On the contrary, 
subject only to doubts about the nimbleness and skill of the special buyer, 
the whole apparatus was regarded as a successful and desirable “ insulation ” 
of the domestic credit situation from the forces that formerly flowed auto- 
matically from the external balance of payments. 
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To the extent that the movements of gold were dominated by flows of 
hot money provoked by political fear, and therefore scarcely responsive to 
strictly economic influences, there was an evident justification for this insu- 
lation. And a somewhat similar argument could be urged in support of the 
insulation of the economy from the monetary effects of changes in its current 
external balance: given the persistence of heavy unemployment at home, there 
was never any question of trying to correct any external deficit by allowing 
money to tighten. The Bank’s neutralization technique developed in con- 
nection with the Exchange Account was, indeed, merely part of the general 
effort to keep money cheap. 


RE-CAST THE EXCHANGE ACCOUNT 

But now, in this new age of iull employment and of revival of flexible 
money, the second oi these arguments can no longer be urged and the first 
has lost most of its force. Yet the mechanics of the Exchange Account are 
the same as in the ‘thirties and the technical neutralization is an unquestioned 
routine; the operations of the Account are apparently brought into the Bank’s 
“smoothing calculations without a thought for their differences from the 
purely domestic operations with which they are aggregated. Given the 
mechanism of the Account, this technical smoothing is indeed desirable: in 
principle it ensures that gold movements, instead of affecting cash ratios in 
the opposite direction from the natural one, do not affect them at all. But 
this is mere tinkering to prevent an absurdity. The time has surely come for 
the authorities to reconsider the whole basis of the Exchange Account 
mechanism. Unless the natural relationship between the balance of payments 
and domestic credit can be restored in principle, flexible money will be unable 
to perform one of its most vital functions. 


It will be argued, no doubt, that although the link with current external 
forces may be desirable, a link with capital movements is undesirable, and it 
is impossible to separate one from the other. But this overlooks two con- 
siderations. In the first place, short-term capital movements inspired by 
non-economic forces are no longer large; and it is generally agreed that, 
however free the exchange markets may become, concerted efforts will if 
necessary be made to prevent unduly large or irrational capital flows. If the 
movements spring mainly from economic influences, it is desirable that, in 
some degree at least, they should exert their “ natural’ effect on domestic 
credit. Secondly, for the reasons already set out, it is hardly likely that a 
restored “‘ natural’ relationship to external forces could exert its effects 
automatically ; official policy could and would ensure that its effects did not 
go beyond the intentions of economic and social policy as a whole. 

The fact that monetary policy will always be present in the Bank’s 
inevitable interventions in the market is no justification, however, for saddling 
the day-to-day managers of the system with an apparatus whose actual 
purpose is to prevent the natural effect from occurring. It must be much 
more difficult for them to contrive a natural effect now (which requires a 
reversal, and not merely a neutralization, of the influence of the Exchange 
Account) than it would be for them to soften the impact, as necessary, of 
external forces flowing through a restored “ natural ’’ relationship. 


If the Bank’s routine interventions could be more strictly related solely to 
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the smoothing of the ups and downs of the Government's domestic finances, 
and if the mechanism for financing gold and exchange movements could be 
re-cast on these lines, the normal tendency of the market would be towards 
a natural equilibrium. The further task of the authorities would then be to 
decide how far this ought to be modified. At present they are left without 
dependable guidance from the market, and have first to guess what the natural 
equilibrium would be, and then contrive the equilibrium they think best. 

The question of the criteria that should guide this “ policy “ intervention 
(as distinct from routine smoothing) is too large for detailed discussion in this 
series. But it is important to recall that under the classical system the basic 
supply of central bank credit, unless expanded by a gold inflow (including a 
domestic reflux from circulation), would not normally be increased except in 
association with some rise in short-money rates. In terms of modern objec- 
tives, the weakness of this principle is that it could retard the desirable fall 
in rates in conditions of recession and unemployment. But in conditions of 
full employment it is a valuable guide, and it is even worth considering whether 
it should be associated with non-seasonal increases in the fiduciary issue, 
It is not necessarily true, as is sometimes too facilely assumed, that it Is safe 
to extend the credit base (and therefore bank deposits) at constant interest 
rates so long as it merely keeps pace with the rise in production, since too 
much of the output may be used at home. The normal rule, to be modified 
only as a deliberate decision of policy, should be to allow increases in domestic 
demand to reflect themselves in short-term interest rates, 

These broad principles are admittedly difficult to translate into day-to-day 
practice, notably because of the problem of distinguishing a technica! fluctua- 
tion from a basic trend. But this merely makes it the more desirable that 
the Bank should be in closer touch with and control of the market situation 
than it is to-day, to enable it to correct errors in first diagnosis quickly and 
smoothly. The present “ ineffectiveness’ of Bank rate—measured by its 
abnormally wide margin over market rates—is unsatisfactory for this purpose, 
and it also transfers to the clearing banks an undesirably large part of the 
responsibility for rate determination. The principal technical need Is to restore 
some of the power of Bank rate as a direct instrument, instead of relying mainly 
upon its psychological force. This requires a substantial narrowing of the 
margin between Bank rate and market rate ! 





especially in conditions of 
‘“brimful’’ employment such as are discussed in our opening article this 
month. In such conditions the discount market would find itself more 
frequently “in the Bank ’’, and for larger sums than the present derisory ones, 
and it also implies that the Bank would be more flexible and less considerate 
in the rates applied to some at least of its open market dealings. If the Bank 
made changes of this kind, as its own contribution to the drive for flexibility, 
it would find that part at least of the contribution required from the clearing 
banks—discussed in last month’s article—would follow automatically. 


All this, it should be emphasized, is not a prescription for dear money. It 
is simply a prescription for a much closer-knit rate pattern, to ensure that the 
whole credit mechanism will respond directly and sensitively to any touch 
on the levers of the central bank—and to such natural forces as can still play 
upon it “ naturally’. Bank rate can be as high or as low as circumstance 
and policy dictate. But market rates should be in due ccntact with it. 
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Britain and a Code for World Trade 


OLLOWING shortly on the meetings of the finance ministers in Washing- 
Kiss at the end of September to attend the conferences of the International 

Bank and the International Monetary Fund, the world’s ministers of trade 
are gathered in Geneva to consider outstanding questions of world commer- 
cial policy. They are brought together by the annual meeting of the contracting 
parties of the General Agreement on Tariffs and Trade—the organization that 
promotes and generalizes tariff concessions and that attempts to lay down some 
code of international commercial conduct. This latest meeting of the G.A.T.T., 
which opened in Geneva on October 28, is quite especially significant, since 
it will be concerned with a basic reconsideration of the agreement itself. 

The timing of this reconsideration is crucial. The move to greater freedom 
of world payments, however gradual, implies some fundamental rethinking on 
the twin, and therefore closely related, subject of the regulation of international 
trade. The new code of commercial behaviour must exorcise the risk that 
convertibility, when it comes, will in any way provoke a contraction of trade. 
It must accordingly establish on a world basis the kind of close co-ordina- 
tion of payments and commercial policy that has been achieved in the localized 
European framework by the Organization for European Economic Co-operation 
through its European Payments Union and Steering Board for Trade. The 
past seven years during which the G.A.T.T. has been in operation have been 
an essentially “ transitional ’”’ period, during which the exceptions provided in 
the agreement have been applied far more liberally than the basic principles 
ofits code. But the world is now moving towards that state of multilateral 
freedom of payments and non-discrimination in trade for which this code 
was conceived. It is therefore high time that the experience of these seven 
vears was brought to bear on the task of remoulding the Agreement and 
consol dating the organization that tends it. 

The General Agreement is best regarded as a practical working alternative 
to the dreams of the airy internationalists of the early post-war period. The 
G.A.T.T. was not originally intended to play a permanent part in international 
commercial relations. It was negotiated in 1947 as a by-product of the ambitious 
plans that were then being drawn up to establish an International Trade 
Organization. The charter of the I.T.O. was to match in the realm of com- 
mercial relations the articles of agreement of the International Monetary Fund 
in the field of monetary relations. But the General Agreement on Tariffs 
and Trade was concluded in 1947 even before the Havana Conference at 
which the I.T.0. charter was to be formulated. The G.A.T.T. was designed 
to give legal effect to these tariff concessions; its articles provide that every 
member automatically enjoys most-favoured-nation treatment. In other words, 
any tariff concession negotiated with one member had to be generalized to 
apply to all other members as well. 

_ In order to fulfil even the temporary function for which it was originally 
intended, the General Agreement had to take over from the proposed I.T.O. 
charter the basic sections on the use of quantitative trade restrictions—since 
plainly the tariff concessions that it was primarily designed to make possible 
could otherwise have been nullified by the manipulation of direct import 
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licensing. The G.A.T.T. did not, however, incorporate the more general 
provisions of the charter dealing with full employment, under-developed 
countries, monopolies and commodity stabilization schemes. These matters 


are far less amenable to concise codification than are tariffs and quantitative 
restrictions on international trade; and considerable misgiving had, 1n fact. 
been expressed about their original inclusion in the charter. 

The death-blow to the International Trade Organization came when the 
United States Administration announced in 1950 that it had decided not to 
ask Congress for ratification of the Charter. The provisional then had to become 
permanent, and G.A.T.T. was called upon to continue the good work that it 
had begun in 1947. This provided no difficulty, since the sections of the I.T.O. 
charter that were incorporated in the Agreement were self-contained. Article ] 
of the Agreement sets out the principle of most-favoured-nation treatment and 
requires that member countries should accord like treatment in all matters to 
imports from other members. This is subject to two main exemptions. The 
first (in Article I itself) permits the continuation of tarift preferences that were 
in existence when the Agreement was concluded. That gives the G.A.T.T. 
imprimatur to the Commonwealth preferences, but it also sets out the “ no 
new preference ’ rule about which so much has been heard in Britain of late. 
The second exemption is for preferences carried to their ultimate lengths, 
namely in the setting up of a Free Trade Area or Customs Union. There is, 
in fact, no economic justification for permitting these 100 per cent. preference 
systems while outlawing moves to a half-way house. 

The second article of the General Agreement binds member countries not 
to alter the concessions exchanged at the various tariff conferences—which 
took place between 1947 and 1952 in Geneva, Annecy and Torquay—though 
it authorizes the implementation of an ‘‘ escape clause “ in “* emergencies ” 
The concessions are, however, ‘‘ bound ”’ only until the middle of 1955; and an 
important task of the present meeting is to extend these concessions for a 
future period. The other important sections of the Agreement are contained in 
Articles 11 to 14, which prohibit the use of quota restrictions on imports other 
than for balance-of-payments reasons and specify that—subject to well-defined 
exceptions—the quota restrictions, when used, shall be applied in a non- 
discriminatory manner. 

TRUE Test For G.A.T.T. 

During the seven years in which the Agreement has been in force it is the 
exceptions rather than the basic articles that have been most widely imple- 
mented. Quantitative restrictions have flourished and have been applied with 
flagrant discrimination —there has been no dearth of balance of payments 
difficulties to ‘ ‘justify them. In one way these difficulties have helped the 
more positive side of G.A.T.T.’s work, namely, the encouragement of reduc- 
tions in tariffs. The substantial lowering of tariff walls that has been achieved 
by member countries in the post-war years might not have taken place had tt 
not been for the knowledge most members had that, in case of difficulty, they 
could nullify or frustrate their tariff concessions by having resort to the much 
more potent weapon of quantitative restriction of imports. Over the past two 
years, however, the greater equilibrium of international payments that has 
been achieved has led to an appreciable relaxation in these direct controls on 
imports; and the role of the tariff has accordingly increased. The real worth 
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of the tariff concessions exchanged under the aegis of G.A.T.T. is therefore 
only now being put to the test. If the G.A.T.T. can continue to assure 
stability in tariff rates this in itself will make a greater contribution to the 
freedom of trade than it has hitherto. 

The tariff concessions set out in the schedules to the Agreement are of 
inestimable importance to Britain’s export trade. They include not only 
reductions in critical tariffs but also undertakings not to increase duties above 
present levels. These undertakings, generally known as “ bindings ’’, apply 
to a larger number of duties than those that have actually been reduced. 
Between 40 and 45 per cent. of United Kingdom exports to foreign markets are 
covered by tariff reductions or “ bindings ’’ embodied in the Agreement; and 
the concessions granted by the United States as a result of the three series of 
tariff negotiations cover nearly 80 per cent. of its import trade. It can there- 
fore be seen that even without any embellishments and improvements the 
G.A.T.T. has done potent and magnificent work, and should not be lightly 
discarded. To exchange the assurance and stability it provides for the anarchy 
that would be the price of freedom to widen existing preferences or establish 
new ones would appear to be a poor bargain indeed. 

Quite apart from this reasonable stability in tariff rates that the G.A.T.T. 
guarantees and the code of good commercial behaviour it provides, the Agree- 

ment has performed a valuable function in setting up a focal point at which the 
most important trading countries of the world can meet to discuss their 
dificulties, smooth ruffled tempers and settle their quarrels. The signatory 
countries meet in full session once a year. In addition, an inter-sessional 
committee has been set up to discuss matters arising between the regular 
sessions. [hese meetings provide a forum, the like of which has never existed 
before, for the discussions of common problems of trade. At these meetings the 
pressure of international opinion has been brought to bear on countries that 
break the generally accepted rules of international commercial behaviour. 
These discussions have proved extremely valuable to the United Kingdom. 
There have been many instances in which grievances against a_ particular 
country that would otherwise have had to be fought out in isolation have, in 
fact, been satisfactorily remedied by ventilating the issue before this inter- 
national tribunal. The record of G.A.T.T. in the first seven years of its history 
is far from perfect; but its achievements have been sufficient to justify the 
long and arduous work of improving its functioning that is the primary task to 
which the present meeting of contracting parties at Geneva is devoted. 

The first issue to be faced may be simply on the question of what form 
of organization is now needed. The G.A.T.T. was a makeshift, an attempt 
to tide over the period that would elapse until a fully fledged I.T.O. had been 
established. Since the Havana charter is irretrievably dead and buried it 
now behoves the signatories of G.A.T.T. to clothe the Agreement with some- 
thing more than the highly provisional garb that it still wears to-day. There 
can certainly be no question of transforming the Agreement into yet another 
large international organization with an appropriately lush budget. No such 
hopes or intentions are entertained within the very small and frugal establish- 
ment that has evolved around the G.A.T.T. at Geneva. But that modest 
secretariat must be given some assurance of permanence. The yearly meetings 
of contracting parties and the intersessional committee that can be called into 
being are insufficient for the purpose of coping promptly with the many 
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problems that arise in the field of international trade. Some permanent 
organization must therefore be established. 

The other aspect of the organizational reform that is required extends 
beyond the bounds of the G.A.T.T. itself; it concerns the relations with the 
organization dealing with problems of international payments, the International 
Monetary Fund. The I.M.F. is the authority to which is delegated much of 
the judgment on “ balance of payments situations ”’ to which constant reference 
is made in the code of the General Agreement. There are, indeed, already many 
links between the G.A.T.T. and the Fund. But they do not amount to close 
and continuing contact. There is a world of difference between the occasional 
and ad hoc reference to the I.M.F. that the G.A.T.T. can make at present, and 
the true co-ordination of policies and techniques that would be required of the 
two organizations in a world of generally convertible currencies. Several 
proposals have been put forward on the form that this co-ordination should 
take. The British Government has suggested that co-ordination would best be 
secured by setting up a counterpart of the Council of O.E.E.C., holding occa- 
sional ministerial meetings in Paris or some other convenient centre. This 
proposal has not found favour in Washington, however. The United States 
has proposed instead the establishment of a co-ordinating agency in Washing- 
ton. This in its turn has found little or no favour in Europe. These opposing 
plans will undoubtedly figure in the Geneva discussions. 

Another of the limitations of the present scope of the General Agreement 
is that it is almost exclusively concerned with visible trade. There are thus 
many facets of economic intercourse between nations to which its code might 
with benefit be extended. These include shipping and insurance, two 
important activities in which the interests of the United Kingdom are para- 
mount and where discrimination and various protective devices have been 
used by foreign countries, including the United States. The United States 
for its part may wish to include in the G.A.T.T. those sections of the now 
defunct I.T.O. charter that dealt with monopolies. That is a proposal that 
is likely to meet with considerable resistance from British and many other 
representatives in Geneva. On the other hand, Britain may push for far 
sharper definition of sanctions against unfair trade practices, including the 
pirating of trade marks. 

No AGREEMENT ON IMPERIAL PREFERENCE 

The major part of the Geneva debate must, however, be concentrated on the 
changes in rules that many of the contracting parties wish to introduce. It 
is this process that has been vividly, if inelegantly, described by Mr. Butler as 
“regutting G.A.T.T.”. Some countries, including perhaps the United King- 
dom, may press for some alleviation of the “ no new preference ”’ rule. The 
Australians have already gone on record with this demand. It seems clear, 
however, that the preliminary discussions between Commonwealth countries 
that took place in London last month in preparation for the Geneva meeting 
again revealed that there is anything but unanimity of views on this subject. 
Second thoughts by the United Kingdom Government have weakened much 
of the case that was previously held for a change in this particular rule. It1s 
fully realized in London that if new preferences are to be introduced or existing 
preferences enlarged, this can in general be done only by raising the duties on 
foreign imports. For the most part the entry of Commonwealth goods enjoying 
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preferences is duty free; there is, therefore, no means of widening the margin of 
preference by reducing the preferential! rate. 

In these circumstances, any widening of preferences would exact a heavy 
price. Most of the duties on which it is desired to widen the margin of pre- 
ference have been the subject of earlier negotiations between the United 
Kingdom and foreign countries, either under G.A.T.T. or under bilateral 
arrangements such as the trade treaty with the United States of 1938. Each 
change in these duties would, therefore, have to be renegotiated with the 
countries concerned, and it may be assumed that any increase in the rates of 
duty imposed by Britain would be fully counter-balanced by increases in rates 
of duty against British exports. Whether such a general upward revision of 
rates would be thought a worthwhile price for a widening of imperial prefer- 
ences is a question that will be answered in the affirmative by only a small 
minority of the overseas Commonwealth countries and by only the lunatic 
fringe of the “ get-out-of-gatters '' in this country. The same verdict must be 
passed on the other version of this proposal, which claims that margins of 
preferences should now be adjusted by revaluing all specific duties to take 
account of increases in prices. 


NEW CopDE FOR LIBERALIZATION ? 


There are, however, genuinely important sections of the Agreement that 
call for revision and strengthening. Foremost among these is that governing 
the application of quantitative restrictions against imports, and for doing so 
on a discriminatory basis. The present criterion of ‘‘ balance of payments 
difficulties ’’ will certainly need redefinition. This must be done in order to 
eliminate the possibility that countries whose currencies become convertible 
may suddenly find their exports reduced by discriminatory action taken 
against them. This is the precise point at which the relations between G.A.T.T. 
and the I.M.F. will come into play. The Fund's “ scarce currency ’’ clause may 
itself have to be modernized to take account not merely of technical but also 
of genuine scarcity of a currency; and the code for discrimination against that 
currency made possible under the Fund's articles of agreement will then have 
to be taken account of in the corresponding clauses of the G.A.T.T. These are 
clauses that several countries that are now members of the O.E.E.C. would 
like to see redrafted in terms of the code of trade liberalization maintained by 
the O.E.E.C.—with its specific targets of liberalization set for all countries and 
its harsh interrogation of offenders who fail to reach those targets. The link 
with the scarce currency clause would also enable action to be taken against 
any persistent creditor. 

There will certainly be many other attempts in Geneva to introduce new 
provisions and new sanctions in the Agreement. The existing provisions against 
export subsidies, for example, are in dire need of reinforcement, and such 
provisions will need to be increasingly invoked as competition in world markets 
becomes fiercer. But perhaps the sharpest battle in the coming meeting will 
centre in the demands that many countries will make for greater freedom to 
protect their domestic agriculture. These demands will run diametrically 
counter to the basic spirit of the G.A.T.T. Paradoxically, perhaps, they will be 
led by the United States, which is at the moment highly inconvenienced by 
the clash between its obligations under the Agreement and its domestic farm 
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programme. The demands for freedom to impose quantitative restrictions on 
agricultural imports beyond that already provided under Article II of the 
Agreement will be resisted strongly by countries such as Denmark and the 
Netherlands that are themselves low tariff countries and are therefore limited 
in their capacity to retaliate. This is a battle in which the position of the 
United Kingdom should be abundantly clear. It should be fighting on the 
side of the angels of freer trade. But the voices of the agricultural protec. 
tionists in Britain have grown enormously in volume and political power of 
late, and it is doubtful whether a Conservative Government will in this respect 
give the true interests of Britain the weight and consideration they deserve. 

Another point of the Geneva discussions at which it is to be feared that 
domestic political considerations may override the better judgment of the 
British Government is on the accession of Japan to the General Agreement, 
Japan has for the past year enjoyed provisional membership of G.A.T.T., and 
now the United States and many other countries are pressing strongly for the 
grant of full membership. It appears certain that, whatever the stand of 
Britain, Japan will in fact be voted into G.A.T.T. at the present session. In 
that event it would still be possible under the articles of G.A.T.T. for Britain 
to refrain from extending most-favoured-nation treatment to Japan; but 
Japan in turn would be then in no way obliged to extend to Britain the con- 
cessions it has made to other contracting parties. It is to be hoped that the 
Government is prepared to face some hostility from Lancashire in the cause 
of bringing Japan into the framework of the international code. That, after 
all, should be the best safeguard against its malpractices in the future. 

In all these discussions for the revision and extension of G.A.T.T. the 
United Kingdom should take a leading part. It is in the fundamental long- 
term interest of Britain that this institution be reinforced and made per- 
manent. This fact has to some extent been lost sight of 1n recent concem 
with short-term problems. Britain more than any country has need of a 
code against anarchy in international trade relations, if only because it is 
above all a trading nation. It is dependent on fair and free world trade toa 
far greater degree than the United States. It is the United Kingdom that 
has most to fear from the protectionism of others, including even members of 
the Commonwealth family. For some time past there have been ominous 
signs of growing protectionism in Canada, in Australia and in the Asian 
dominions, where it can masquerade under the guise of a call to economic 
development. 

As a final though not necessarily most important envoi to the impending 
debate on the revision of the Agreement a plea should be made for a change 
inname. ‘G.A.T.T.’’, with its derivative world of “ gattery ”’ and its French 
equivalent dans le gateau, is too evocative of derision to deserve permanence. 
It is difficult to take seriously something that strikes the eye as a cross 
between a goat and a quack. What indeed is to be said against reviving the 
name of the International Trade Organization and its well-known initials 
I.T.O.—other than the fact that the birth miscarried ? The General Agree- 
ment inherited the real business end of the proposed I.T.O. charter. To 
give the rewritten and “ regutted’”’ organization the name of its progenitor 
would be an act of justice. It would make an honest woman of G.A.T.T, 
and might also get rid of much of the prejudice—albeit unfounded and 
illogical—that has grown up around these strident initials. 
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How Sound is German Recovery? 


By George Soloveytchik 


complexities and contradictions. Its post-war recovery has certainly 

been spectacular and the achievements are there for everyone to see. 
But legitimate questions can be asked about some of the methods used, about 
the mentality that this astonishingly rapid success has engendered, about the 
wisdom of certain fundamental conceptions and, chief of all, about the 
soundness of the foundations and the chances of durability. 

Recent months have shown that Germany’s economy has a very impressive 
capacity of resistance to bad news. A poor harvest, the adverse influence of 
the bad weather on tourism, the first wave of strikes for almost two decades 
and a series of rebuffs to the Adenauer Government on both the international 
and the domestic front seem to have been taken by the German economy in 
its stride. And the recent failure in Hamburg of the well-known and near- 
centenarian private banking house of Werner and Frese, which was reported 
to have lost some DM. 20 millions in speculative financing, did not create so 
much as a ripple upon business confidence. The business community seems 
to be animated by an almost universal feeling of optimism, and by a zeal for 
work that cannot easily be matched in any other country. 

Some of the essential facts of the early post-war experience need recapitu- 
lation if one is to understand the sources of this revival. On the morrow of 
defeat Germany found herself in a state of utter chaos and devastation, a 
country divided into four principal zones of Allied occupation and soon to be 
sundered by the political cleavage between West and East. Less than five 
and a half years have passed since the proclamation in Bonn of the (Western) 
Federal Republic of Germany, with its nine fairly autonomous “ Lander ”’ 
complete with their own governments, parliaments and central banks. No 
direct relations exist between the Governments of the West and East. But 
there are a lot of continuous, and on the whole remarkably smooth, contacts 
at a lower level—including the postal authorities, the railways and many 
similar bodies. ; 

Two vital steps to put an end to the economic collapse—the reconstruction 
oi the banking system and the provision of a stable currency—had been 
taken by the Western Allies during the year before the Federal Republic was 
set up. On March 1, 1948, they had established the Bank Deutscher Lander 
as the new central bank of issue—and had organized it, it will be recalled, on 
the exact pattern of the Federal Reserve System in the United States. This 
pattern showed little regard for the peculiarities of the inherent characteristics 
of Germany’s economy or to the likely nature of post-war developments; but 
the bank has been very successful, and it is staffed at its headquarters 
in Frankfurt by a highly competent personnel. The president of the board 
of managers is Dr. Wilhelm Vocke, who used to be one of the principal directors 
of the old Reichsbank in Berlin before he retired owing to his reluctance to 
work for the Nazis. 


W compiexit GERMANY presents an economic picture that is full of 
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The Allies’ plan for currency reform followed a few months later. It 
swept away the old valueless Reichsmark and replaced it by a strongly- 
supported new Deutsche Mark—in the ratio of one new mark for ten old 
ones. Drastic and largely confiscatory though these measures were, they did 
achieve the purpose of mopping up inflation and giving the new currency an 
auspicious start. The monetary reform, which a weak incipient German 
democracy could never have carried through by itself, constituted the corner- 
stone of Western Germany’s spectacular recovery. It did away with all the 
evils resulting from inflation—monetary, social, political and psychological. 
Virtually overnight it created confidence among workers and industrialists, 
peasants and townspeople, merchants and financiers. 


DISMANTLING—AND MARSHALL AID 


The 3.5 billion dollars of Marshall Aid pumped into the German economy 
not only kept the nation from starving but helped to underpin the restoration 
of confidence founded upon the currency reform. It provided a unique basis 
for the resumption of trade, industry, house-building and every other aspect 
of economic activity. To this must be added the bold liberal policy of 
Professor Ludwig Erhard, who became Minister of Economics in the new 
West German Government and who is a first-class propagandist for unfettered 
private enterprise. 

Immensely industrious, efficient and frugal, the German people could now 
plunge body and soul into rebuilding their destroyed cities, into reconstructing 
their wrecked and dismantled industrial plant. Here it must be observed 
that Allied dismantling, intended as a punishment, has proved a blessing in 
disguise, just as it did after the First World War. For the second time in 
modern history the Germans got rid of their obsolete machinery or old factories 
and were able within a minimum of time and with considerable American help 
to put up some of the most modern industrial installations in Europe. 

One other punitive American action has also proved surprisingly beneficial. 
By “ decartelizing ’’ and “‘ unwinding ” big business, the Americans thought 
they were weakening Germany and destroying the potential source of mili- 
tarism. But some of the industrial giants had become so enormous as to 
defy efficient management. By splitting them into a number of separate 
companies—still impressively large ones—the Americans have done Western 
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Germany a good turn. The new enterprises are easier to manage, are far more 
competitive internationally, and preserve sufficient contact with their sister 
offshoots to keep them from impinging too much on one another’s preserves. 

The chemical trust (I1.G. Farben) has been divided into five successor com- 
panies, all of which are expanding impressively as flourishing businesses in 
their own right. The main iron, coal and steel trusts—including the Vereinigte 
Stahlwerke, Krupps, Mannesmanns, Flicks and Otto Wolf—have been divided 
into some fifty separate companies, all of which are doing extremely well. 
Whether any of these organizations will ever get together again, no one can say. 
The banks, which have likewise been “‘ unwound ’’, present a different case, 
which may be presumed to be already familiar to readers of THE BANKER. 
Meanwhile, a rather unexpected development has been the acquisition of large 
parcels of shares in several of the leading industrial successor companies by 
French, Swiss, Swedish and American interests. So far, no British capital 
has participated. 

Among other advantages enjoyed by the Germans up to the present, the 
most important has perhaps been the absence of rearmament expenditure. 
Thus they have been able to concentrate entirely on the quest for foreign 
markets and upon a deliberately limited, though growing, satisfaction of the 
almost inexhaustible requirements of the domestic economy, and notably 
upon house-building. True, they have been paying occupation costs, but 
these payments have been in marks, and in effect have been the means of 
enabling Germany to earn a steady flow of foreign currency—estimated at 
about one billion dollars a year—spent by the Allied occupation troops. 
Finally, there has been the surprising restraint shown by Germany’s hard- 
working labour force which, until recently, seemed to attach much more 
importance to a fight for political rights and representation on the boards of 
big companies (‘‘ Mitbestimmungsrecht ’’) than to purely financial rewards in 
the shape of high wages. 

These factors taken together substantially explain the so-called ‘‘ economic 
miracle ’’ of Germany. Viewed from the angle sketched above, this “‘ miracle ”’ 
seems much less of a wonder than a superficial glance at the record of 1948-54 
would suggest. Whatever one may think of the political or psychological 
consequences of occupation, from a purely economic point of view the Allies 
have rendered the Federal German Republic a number of immense services— 
and it is no denigration of Germany’s own efforts and achievements to 
acknowledge this. 

After this enumeration of favourable points in Germany’s post-war experi- 
ence, it is essential to recall some of the fundamental hardships. The loss of 
territory (the Soviet zone, and the provinces east of the Oder-Neisse handed 
over to Poland) has left West Germany 47 per cent. poorer in cultivated land 
and 55 per cent. poorer in arable land than pre-war Germany, but with a 
population to feed that is only 30 per cent. less. The serious problems thus 
created for the West German economy were further aggravated by the sharp 
decline in farm and livestock production resulting from the war. Although 
the domestic food supply has been substantially increased in recent years, the 
Republic still has to import fully 30 per cent. of its requirements for cereal 
and fodder grains, 5 per cent. of its meat, 43 per cent. of its sugar and 52 per 
cent. of its fat. 
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The acute shortage of living accommodation has also been a terrible 
handicap in every way. About 2,500,000 houses were destroyed during the 
war. To resettle the refugees and to provide new homes for the younger 
generation since the war, Germany would have needed some 6,500,000 new 
dwellings. She has built or rebuilt 2,500,000, mostly in the past three years, 
In 1953, 450,000 houses were built, over four-fifths of them with Government 
aid, at an average cost estimated at 14,200 marks. This was roughly twice the 
rate of pre-war building. 

The Federal Republic has a serious population problem. It represents 
52.2 per cent. of the 1939 area, but has about 70 per cent. of the 1939 population, 
Even before the war the western part of Germany was far more densely popv- 
lated than the eastern one. The present population is some 50 millions, but at 
least one in every five is a refugee from the Eastern zone and the total is 
25 per cent. larger than the population of the same area in 1939. 

The resultant financial burden, notably for the absorption of the refugees, 
is heavy. Aid for refugees has risen from an annual rate of DM. 2.8 billions 
in 1949 to over DM. 6 billions now. Of the DM. 27.8 billion total of the 
Federal budget for 1953, social welfare expenditure accounted for DM. 9.6 
billions. Other special expenditure, including aid to West Berlin, adds to a total 
tax burden which, despite recent reductions, is generally regarded as pretty 
crushing. The substantial earnings made by business men and corporations 
are so taxed away as to leave them with no possibility of ploughing back 
sufficient to finance their capital outlays. Incidentally, on this issue of the 
burden of taxation on business, there seems to be complete disagreement 
between the expansionist Minister of Economics, Professor Erhard, and the 
conservative Minister of Finance, Dr. Schaffer. 

Both Ministers, however, seem to agree on at least one thing, namely, 
that the purchasing power of the mark must be maintained at all costs. Thus 


_ .Monev Money as %, 
G.N.P. Supply of G.N.P. 
(billions of marks) 
1950 ta a as 59.5 S.4 9.4 
1951 - “i “ 113.6 9.7 5.5 
1952 - rs os 120.0 11.3 9.0 
1953 _ 2 a 133.7 12.4 9.3 


monetary circulation has been allowed to increase only at a pace that roughly 
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corresponds to the steady growth of the gross national product, as the 
accompanying table shows. 

Germany has now about 24 million men and women who are gainfully 
employed, but the labour force proper totals about 17-18 millions. Unem- 
ployment, severe before 1949, has been reduced to such small proportions as 
to give rise to shortages of skilled labour and other signs of effective full 
employment. True, the total unemployed is estimated at around 800,000, 
but this includes refugees not yet absorbed, and others who may be unem- 
ployable or not yet “ available ’. The September total for employment was 
16,830,000—no less than 786,000 above its level of September, 1953. It should 
be noted that many of the refugees, thanks to the relief funds, are able to 
start in small business in a way denied to the resident local population. Their 
presence therefore acts as a stimulus to competitiveness in a number of spheres. 

Until this summer, post-war Germany has been notably free from strikes. 
Industrial wages, rising slowly but continuously, are now at twice the 1938 
level, whereas the cost of living has risen by only two-thirds. In 1949-50 the 
cost of living dipped remarkably, from 166 to 156 (1938=-100); since then it 
has been rising, but only slowly. The monthly average for 1953 was 168, while 
this year it has fluctuated narrowly around that level. The wage demands that 
led to the recent big strikes were thus clearly not prompted by rising prices. 
Asa recent monthly report of the Bank Deutscher Lander explained, the basic 
demand was that labour should share automatically in the rising increment of 
productivity (lately reflected in good business profits). But, as the bank also 
showed, there had not in fact been any considerable lag in wages in industry: 
“Tf the average of the years 1949-52 is taken as 100, ... by May of this year 
productivity had reached 121, while wages as reflected in average real hourly 
earnings stood at 118. This difference between the two has arisen since the 
middle of 1953, that 1s to say, during the period of relative stability of wages ”’. 

The main source of industry’s big profits and of the restoration of the 
economy to equilibrium has been the flourishing export trade. The early 
stages of reconstruction necessitated heavy imports of equipment, raw materials 
and food; but since 1952 the unfavourable trade balance has given way to 
huge export surpluses. In 1953 this amounted to Dm. 2,500 millions (4212 
millions), compared with DM. 771.1 millions in 1952, and this year 1t may be 
higher still. The expansion of German exports between 1951 and 1953 
amounted to 3.9 billion marks, yet the first five months of 1954 showed a 
further increase of DM. 1,500 millions on the comparable figure for 1953. 
Some 75 per cent. of these increases is represented by machinery, electrical 
equipment, vehicles and ships. 

While Western Germany’s share of the world’s export trade has been 
roughly quadrupled since 1948, it is not now a larger share than before the 
war. It is estimated that in 1936 the area now constituting the Federal 
Republic accounted for 5.2 per cent. of world imports and 6.6 per cent. of 
world exports; in 1952 the proportions were 4.9 and 5.6 per cent. respectively, 
while in the past vear the 1936 percentages have been regained or slightly 
surpassed. They are still, of course, below the pre-war shares enjoyed by the 
whole of Germany—7.8 per cent. of imports and g.4 per cent. of exports. 

The bulk of Germany’s export surplus has been earned in trade with 
lellow-members of the European Payments Union, the creation of which in 
mid-I950 was a godsend to the Federal Republic, since it afforded it vital 
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credits in the phase before exporting capacity was restored. By March, 
1951, West Germany had not only used up the whole of her quota but had a 
debit balance of $445.8 millions. Nine months later a favourable balance 
had been reached, and by March, 1954, it had accumulated to over $ggo 
millions. Though only half the surplus is settled in gold, Germany has built 
up in this brief period a gold and foreign exchange reserve exceeding DM. 10,000 
millions, and it is still growing. 

The methods by which Germany has achieved this extraordinary expan- 
sion of exports are matters of acute controversy. Her competitors like to 
assert that she has been cutting prices, granting excessively long credits and 
indulging in various other “ unfair’’ practices. The Germans not only 
indignantly deny all these accusations but level exactly the same ones against 
many other countries with whom they are in the toughest competition. The 
existing credit facilities made available by the State to exporters are very 
limited, while the shortage of investment capital and the many demands for 
money make it difficult or impossible for the banks to extend long-term 
credits. Nevertheless, there can be no doubt that German business men 
contrive all sorts of schemes in order to secure big international orders, and 
occasionally are not only willing to wait a long time for payment but are 
even prepared to take a participation in the foreign industries they help to 
equip. There have been two or three very striking instances of this in big 
transactions with under-developed countries in Asia and Latin America. 
Krupps and Demag accepted an order to deliver a whole locomotive factory 
against payments to be spread over some ten years and partly made in shares. 
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Such arrangements are, however, exceptional; legally, at any rate, no credit 
facilities exceeding four—or at most five—vyears are allowed. 

Nevertheless, the banks do seem prepared to immobilize funds in a very 
unorthodox way. It is estimated that, of about DM. 12 billions borrowed at 
short term, they have invested some 80 per cent. at long term. So long as 
the economy goes on expanding, this unorthodox finance may pay off, but if 
there were to be a slowing down it might lead to serious difficulties. But one 
important difference between practice now and before 1931 is that in those 
days it was foreign money the German banks were locking up, whereas now 
it is mostly German money. 

The Federal Republic has now reached an export turnover of nearly 
DM. 20 billions a year, and even the greatest optimists doubt whether this 
can be expanded much further. On this subject there is a marked difference 
of opinion between the Bank Deutscher Lander, which seems to think that in 
future imports will rise more rapidly than exports and that the peak of sur- 
pluses has probably been reached, and Professor Erhard, who believes that 
the current year will show a 20 per cent. increase in exports, a IO per cent. 
increase in imports, and a further growth of the surplus. 

From the point of view of the maintenance of employment, it may be 
noted that there is a tremendous reserve of pent-up demand in the domestic 
market. Nevertheless, it is obvious that this would be a poor compensation 
for any substantial reduction of export orders, especially as the export sales 
are so dependent upon heavy industry. Even German salesmanship could 
hardly contrive to sell a whole locomotive factory to Herr or Frau Schultze; 
and to supply these citizens with washing machines or pianos or bed linen is 
hardly the equivalent of building ships or railway bridges for overseas 
governments. 

Any notable change in the volume or character of export demand would 
therefore call for some difficult adjustments. In any such process an 
important responsibility would necessarily fall upon the banks, and the 
extent of their lock-up lending might then confront them with some awkward 
problems, But, after its second post-war reorganization, the institutional 
structure of joint stock banking is 1n no such condition of artificiality as was 
produced by the first drastic splitting up. Each of the former “ big three ” 
banks, it will be recalled, is now represented by three succession institutions, 
making a total of nine banks with headquarters in Munich, Hamburg, Frankfurt 
or Diisseldorf, and all having—either separately or jointly—direct representa- 
tion in the Western zone of Berlin. These succession banks take a great deal 
of trouble to emphasize that they are the former component parts of the 
Deutsche or the Dresdner or the Commerz bank. The banks in each group 
work in close co-operation with one another, and there is little doubt that at 
a suitable opportunity they will rejoin forces, under their original names. 
This, however, will require some personal and geographical readjustments, if 
only because the new head offices obviously could not be in Berlin. The old 
institutions are theoretically in liquidation, but in practice they are being 
maintained to await further developments. 

Of the former private banking firms, many have disappeared, but there 
are still some 3,700 banks and banking firms of various kinds in the Republic. 
In general, it is the strongest that have survived, and many of them have 
therefore acquired increased importance. In the case of a few old and 
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honoured Jewish-owned finance houses, which were expropriated and 
‘ Aryanized ’ by the Nazis, the former proprietors have been invited to 
return by their “ Aryan " partners. 

A German Capital market is just about to develop, and if it grows in the 
expected fashion the private bankers and brokers will certainly have plenty 
to do. Overseas shipping is likewise re-emerging after a long period when 
Germany had only a few small local coastal boats. From practically nothing 
she has rebuilt her merchant marine to about 2 million tons and her shipping 
vards are working at a tremendous pace for German as well as for foreign 
account. At the moment they seem to be more interested in the goods traffic 
than in the passenger business. But no doubt this will come too. 

Despite all the signs of progress and activity, some reservations have 
to be made. There is a very obvious undercurrent curiously blended of self- 
pity and self-satisfaction; an air of complete detachment from the recent 
past, which nobody ever mentions and nobody seems to regret or repent. 
There is a certain cynical and speculative streak in the firm belief of most 
Germans that the Americans will do anything for them, since they need 
them. And, finally, there is a certain light-hearted approach to business 
obligations and responsibilities. Were it not for such things as these, the 
german economic achievement of recent years would be far more impressive 
and would command far greater respect than it does. It all looks a little bit 
too “ jerry-built '’; a little too much too soon and not quite genuine. The 
real miracle will be if Germany can go on at this pace and keep up its undoubted 
achievement, which seems badly in need of consolidation. 
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HE honey-coloured building of London stock brick that houses Barclays 

Bank at Kew Green is assuredly one of the most attractive yet featured 

in the pages of this sketchbook. The building is in the best tradition of 
eighteenth century architecture; and whilst it has been admirably adapted 
for its present purposes its character remains wholly unspoiled. It may be 
recalled that the only Georgian bank appearing in this series hitherto, that of 
the Barclays branch at St. Albans, suffered from having its otherwise careful 
restoration marred by an incongruously modern door, much out of harmony 
with the original building. Here all has been done in a choice manner, as 
befits a building side by side with the other eighteenth century buildings 
overlooking Kew Green, boasting its curious old church in which Gainsborough 
lies buried. 

The building appears to belong to the 1740s. Certainly a copper coin 
200 vears old was found embedded in the mortar when one of the walls was 
taken down and rebuilt in 1949. The property originally belonged to the 
Crown, and there is in existence a deed of conveyance by the Commissioners 
of Crown Lands dated 1868 to John Gardner Dillman Engleheart, whose 
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Specially drawn for THE BANKER by Geoffrey S. Fletcher 
Barclays Bank, Kew Green 


family are still large landowners in the district. In the early part of this 
century the property was leased to the London and Provincial Bank Ltd.,: 
since amalgamated with Barclays Bank. Previously the banking business had 
been carried on at No. 23 Kew Green. 
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First Principles on Wages 


By E. Victor Morgan 


T cannot be pointed out too often that the maintenance of Britain’s present 
| prosperity depends largely on its success !n avoiding inflation. A renewal 

of inflationary pressure would not only create new difficulties in the balance 
of payments and vet further hardships for old-age pensioners and others with 
fixed incomes; it would also undermine the recently revived willingness to 
save, hinder the accumulation of capital and impair the efficiency of pro- 
duction. Yet the stability of prices—and indeed of the economy as a whole 
—will be under constant threat until those responsible for collective bar- 
gaining are able to distinguish between wage claims that can, and those that 
cannot, be met without a renewed upsurge of inflation. 

It is possible to distinguish several distinct forces tending to push up 
money wages at the present time. There is the belief that an occupation is 
underpaid either absolutely (in that the standard of living of its members 
falls below that generally regarded as a decent minimum) or in relation to 
other occupations of similar skill, difficulty or responsibility. There is the 
attitude that might be described as “‘ charge what the market will bear ”’ or, 
less charitably, as “‘ get all youcan at any cost’. There is the familiar appeal 
to the cost of living, and there is the view that wage increases are justified 
by increases 1n productivity. Each of these forces will be discussed in turn; 
but first a brief word is necessary on the nature and function of wages. 

Wages in the economic sense—generally treated as including salaries— 
are simply the price paid for work done; and, like any other price, their 
function is to ensure equality between supply and demand. They are, however, 
a very special kind of price. It is through the payment of wages that a large 
part of the national income is passed on to those who eventually spend it, 
so that the level of wages, both between different occupations and in relation 
to other types of income, determines the distribution of the national product. 

The consequence is that wages do not therefore equate the supply and 
demand for labour as a whole in the same way as they can do for labour of a 
particular kind. A rise in the wages of any one group should tend to alleviate 
a shortage of labour in that group, both by attracting more people from 
other jobs and by reducing demand for labour, by encouraging mechanization, 
for example. Were wages fixed at a level at which supply exceeded demand, 
some workers would be unable to find employment, and either wages would 
have to come down, or some people would have to find other jobs. But a 
general rise in wages affecting all workers more or less simultaneously will 
have no such effect. There can be no appreciable increase in the supply of 
labour, as an increase in wages can increase the size of the working population 
only to the very limited extent to which it induces the sacrifice of leisure. Neither, 
be it noted, would there necessarily be any decrease in the effective demand for 
labour. A general increase in wages leads to a general increase in spending, 
enabling producers to charge higher prices and in turn to pay higher wages 
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without reducing their labour force. If wage-earners spend all their increased 
incomes and employers raise prices by no more than enough to cover their 
increased labour costs, and the Government remains entirely neutral, a 
general increase In wages will be entirely self-sustaining, and there will be no 
reason why wages and prices should not go on chasing one another indefinitely. 

Fortunately, there are a number of factors in the real world that damp down 
this inflationary process. For example, an appreciable proportion of the 
increase In money income will not be spent but will be collected in taxation; 
and the Government can elect to save the proceeds. Nevertheless, there is 
no doubt that wage changes affecting a large number of workers more or less 
simultaneously produce cumulative effects that make them of quite a different 
order from those affecting only a small number in a particular occupation. 

Another consequence of the dual function of wages as an economic price 
and the mechanism through which the national product is distributed is that 
they can never fluctuate as freely as other prices. There will always be a 
‘floor ’’ below which the wages of any group cannot fall. This floor is set 
by the minimum standard of living that the prevailing social conscience wili 
tolerate, which may or may not be expressed in statutory form, such as a 
minimum wage. Relative wages between different occupations will be 
strongly influenced by what people regard as a fair relationship. These 
rigidities in wages may be accentuated by the actions of trade unions—and in 
particular by their reluctance to see the wages of any group fall. For the present, 
at any rate, a position appears to have been reached in which movements can 
only be upward. 

Not many wage demands could stand to-day solely on the contention that 
the wage level 1s too low to support a decent minimum living standard. But 
in its relative context the “ fair wages "’ idea may be much more important. The 
idea of fairness in relative earnings is a very intangible concept, based largely 
on past experience. The concept does change, but only gradually. Thus 
whilst gradual changes will usually be accepted, a sudden disturbance of 
relationships that have become accepted as fair will provoke great resentment. 


EFFECTS OF PAST INFLATION 

These relationships may, of course, be disturbed by wage increases based 
on other grounds, thus provoking a further series of claims. During an 
inflation, those who are organized in strong and militant unions succeed in 
keeping their wages fairly closely in step with the cost of living, while the less 
organized tend to lag behind. When prices are eventually stabilized, these 
less fortunate people will press claims not only because the purchasing power 
of their incomes has fallen, but also because their earnings now appear unfair 
in relation to the earnings of others. It would be neither just nor practicable 
to deny these claims altogether, even though it is very unlikely that they can 
be met without a new rise in prices. Inflation cannot be stopped all at once; 
after the main inflationary forces have been suppressed there are almost 
certain to be secondary price rises due to wage adjustment of this sort. We 
have been passing through this phase during the past two years, and all that 
can be done about it is to prevent increases that are essentially a matter of 
redressing the balance from touching off yet another series of claims. 

Perhaps the most economically orthodox of grounds for wage increases are 
those based on the principle of charging what the market will bear, and this 
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principle may also comply with the duty of a trade union to do as well as it 
can for its members. But, as has been argued before in THE BANKER,* a 
union can in fact never exert its bargaining power to its full extent when 
full employment has tipped the scales so heavily in its favour. Employers 
have too much to lose by incurring a strike and little to lose by conceding 
wage increases that can be passed on to the consumer in higher prices. The 
result of the unions using their power to the full can only be a succession of 
wage claims that, for reasons already given, will tend to be cumulative. 

The justification for wage increases in conditions of full employment must 
therefore rest on grounds additional to the capacity of the industry to grant 
them. The circumstances in which it might be argued that higher wages in 
a particular industry may be justified are those in which there has been a 
general rise in prices, an increase in productivity, or an increase in demand 
for the particular product concerned. These will now be discussed in turn. 

A general rise in prices will appear to the trade unionist essentially as an 
increase in the cost of living. This is, of course, one of the most widely 
accepted grounds for wage claims, and a number of collective agreements 
include a sliding scale giving an automatic link between wages and the index 
of retail prices. But a rise in the cost of living may be the result of several 
different economic forces, having widely varving implications for the admissi- 
bility of compensating increases in wages. When a Government allows its 
fiscal and monetary policy to veer towards inflation, for example, there is no 
immediate decline in the amount of real resources available to the community; 
prices rise simply because more purchasing power is available for spending 
on them. In this type of “ demand inflation’ business firms make high 
profits and, from the point of view of trade unions, it appears that they can 
afford to pay higher wages. Increased wages may indeed further increase the 
volume of spending and add more fuel to the inflation, but to deny them would 
be to bring about an arbitrary transfer of real income from wage-earners to 
other sections of the community. In a time of inflation it is natural and 
inevitable that trade unions should do their best to keep wages in step with 
the cost of living, and the only way to deal with the evil consequences is to 
tackle the causes of the inflation at their roots. 

In other circumstances, however, a rise in the cost of living may indeed 
reflect a diminution in the real resources available. A rise in the price of 
imports, for example, will obviously have this effect; and if the balance of 
payments is to be kept in equilibrium, the community as a whole must make 
some reduction in its standard of living. In the normal way the domestic 
prices of imported goods would rise, while money incomes remained constant ; 
so that every one would be able to buy a little less than before. If, however, 
all money incomes are linked to the cost of living so that they all rise in 
proportion to the rise in prices, it is obvious that the necessary cut in real 
expenditure can never be made, and that prices and incomes will go on 
chasing one another indefinitely. When some incomes rise in response to the 
rise in prices and others do not, the effect is simply that those who are in 
a position to increase their incomes pass on their share of the real burden 
to those who are not. The more people there are in the first category, the 
greater will be the burden that will have to be borne by those in the second. 

A similar problem arises in connection with the imposition of indirect 
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taxes or the reduction of subsidies. These are measures that are normally 
taken as part of a policy designed to spread the whole burden of taxation in 
a way believed to be equitable. If some sections of the population are able to 
escape their effects by securing higher wages while others are not, the inten- 
tions of the Government will be frustrated, and the true burden of the 
increased taxation or reduced expenditure will fall in a quite arbitrary manner. 

Some equally awkward problems arise in connection with wage claims 
based on increased productivity. It would be generally admitted that when 
increased productivity is the direct result of an increase in effort on the part 
of the workers the benefits should accrue to them in higher wages. A logical 
corollary is that when a rise 1n productivity is due wholly to an increase in 
capital investment the proceeds should go to the shareholders. 

In fact, of course, even the mest militant union could hardly expect to 
secure the whole benefit from an increase in productivity. [For that would 
mean that the price of the product would be no lower and the demand no 
higher; and since the increase in productivity permits the old level of output 
to be produced with fewer workers, some union members would be thrown 
out of employment and be forced to seek jobs elsewhere (which should indeed be 
available on account of the increase in spending power accruing to the workers 
still in employment). If demand for the product is very insensitive to a fall 
in its price, such a transfer of labour may be inevitable, but there will be 
many products for which demand could be increased sufficiently to maintain 
employment by a reduction in price that would still leave some of the gain 
from the increased productivity available for an increase in wages. In its 
best interests, therefore, the union will strive for the biggest wage increase 
consistent with selling enough of the product to keep all its members in 
employment. Whether it will demand still higher wages at the cost of forcing 
some of its members out of the industry will depend on its own internal 
politics. Some unions in the past have not hesitated to do this. The general rule 
is clearly that according to the extent to which a union attempts to secure 
the benefits from an increase in productivity in higher wages, the workers 
who remain employed will gain more and consumers as a whole less. 

Increases in productivity may also be hable to upset the wage balance 
as between different industries. The advance of science and technology, which 
iscertainly the most important single cause of increased productivity, has widely 
varying consequences for different industries. The productivity of the engineering 
worker, for example, is increasing very rapidly; that of the engine-driver and 
the postman, very slowly. If each increase in productivity is followed by an 
increase In wages, accepted relationships between different occupations will 
clearly be rudely disturbed. Workers in an industry in which there have 
been rapid strides in technique will be substantially better off than others, 
equally skilled, in industries where progress has been slow. A series of claims 
based on the concepts of equity, discussed above, will ensue; and these claims 
will probably receive strong support from ‘public opinion. The claims of the 
railwaymen in Britain to-day are a case in point. Such claims can rarely be 
entirely resisted, yet they can be granted only at the cost of raising prices 
and the cost of living, giving rise to the risk of yet further wage demands. 

Official statements in recent years have so often stressed the evils of wage 
increases not backed by increased productivity that they may have given the 
impression that all claims that are so backed will receive tacit approval. Yet 
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if such claims are pressed too far they can be highly disruptive of the wages 
structure and can, indirectly, produce a strongly inflationary effect. In 
general, it is best that the greater part of the benefits of increased produc- 
tivity should be diffused over the community as a whole, in lower prices, 
rather than be concentrated on those who happen to be engaged in an industry 
that lends itself to rapid technical change. 

What now of the wage increases provoked by an increase in the demand 
for a particular product ? Such an increase will tend to lead to a shortage 
of the types of labour required to produce it, and it would seem quite natural 
that wages in this particular industry should rise. From an economic point 
of view, however, it 1s equally natural that wages in a particular occupation 
should fall when there is an excess of the supply of labour over the demand. 
So long as total spending is kept in line with total available resources, indeed, 
an excess of demand over supply in one industry implies an excess of supply 
over demand in another; so that this type of wage increase in one industry 
will normally have its counterpart in a fall in wages somewhere else. But in 
practice there are obvious limits to the extent to which wage changes can 
balance the supply and demand for particular types of labour. For reasons 
of fairness already discussed, the changes have to be confined within moderate 
bounds. There are usually fairly formidable obstacles to changes in occu- 
pation, and a moderate rise or fall in wages cannot be expected to bring about 
a great and rapid transfer of labour. Nevertheless, it is important to use all 
the possible incentives to increase mobility; and wage flexibility—even 
within quite modest limits—can be a real help. But one thing is certain. 
One-way flexibility, with wages going up but never coming down, can only 
lead to a chronic tendency to inflation. 

The prime responsibility for the avoidance of inflation must always rest 
with the Government. If a Government allows its fiscal and monetary policy 
to get out of hand, either releasing new inflationary forces or failing to check 
inflationary pressures emanating from the private sector, then no amount of 
wisdom and restraint in collective bargaining will stop prices from rising. 
It is nevertheless true that mistaken attitudes in collective bargaining can 
themselves initiate an inflationary movement that, in the absence of Govern- 
ment action, will be largely self-sustaining. First and foremost among these 
attitudes is that of ‘“‘ get all you can at any cost ’; but, as this article has 
tried to show, this is by no means the only one. The pressing of claims based 
on the cost of living when the rise in prices is the symptom of a decline in 
real resources; demands for higher wages based on higher productivity to the 
point where they will disrupt accepted standards of fairness; and the insistence 
that, while wages may go up to meet a shortage of labour in a particular 
industry, they should never come down in the opposite circumstances; all such 
clams will have inflationary effects. A Government prepared to be suff- 
ciently tough can always check these inflationary tendencies by a drastic 
mixture of taxation and credit restriction; but such a policy incurs great 
political odium. For practical purposes, it is true to say that mistaken 
attitudes in collective bargaining can effectively wreck a Government's policy 
of maintaining the economy on an even keel. It is a heavy responsibility 
that rests on trade unions and employers’ organizations if full employment is 
to be maintained in a stable society; and as history has all too often demon- 
strated, an unstable society cannot long remain a free one. 
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Post-War Banking in the Netherlands 


No comprehensive or connected account of the interesting post-war 
development of banking in the Netherlands has hitherto been available for 
English readers. THE BANKER therefore welcomes the opportunity to 
publish, in somewhat abridged form, the results of a special research survey 
made by Mr. J. S. G. Wilson, Reader tn Money and Banking at the 
London School of Economics. 

This first article surveys the post-war banking structure as a whole. 
In a further article, Mr. Wilson will trace and discuss the post-war 
techniques of central banking control, the effects of legislative changes, and 
the policies culminating in the interesting measures developed during the 
past twelve months.—ED. 


I—The Structure as a Whole 
By J. S. G. Wilson 


OLLAND has one of the oldest banking systems 1n the world, with a 
TH tradition going back at least as far‘as the early seventeenth century. It 
is a small country of less than 13,000 square miles, in which live some 
103 million people. Its economy is well balanced, though now stripped of 
its more important colonial connections. Industry and commerce are varied, 
and dairying, cereals and horticulture all contribute handsomely to the national 
income. In very simple terms, one might say that the commercial banks 
finance industry and commerce, and that the credit needs of the rural com- 
munity are for the most part met by the agricultural co-operative banks, 
grouped under two central institutions. But this would fail to convey the 
rather diverse banking structure that in fact obtains. At the apex, there ts 
the Netherlands Bank as the central bank and the commercial banking system 
that it supervises consists of a “ Big Four ’’, a number of well-known private 
banking houses, several specialist institutions, numerous small banks, and 
the mortgage banks. Finally, there are the two main groups of agricultural 
credit institutions, which may be likened to two large banks each heading a 
widespread network of branches. It is this structure and the money market 
with which it is associated that will be discussed in the present article. 
After the liberation of Holland, the operations of the Netherlands Bank— 
then a private institution operating under a charter—again became subject to 
the provisions of the Bank Act, 1937, but, in addition, arrangements were 
introduced to guarantee the full co-operation of the Netherlands Bank in 
implementing the policies of the Government. Under interim provisions, 
executive directors appointed by the shareholders were to be approved by the 
Crown. A Bank Council was to be established to advise the Minister of 
Finance on the Bank’s management and, after consultation with the Bank 
Council, the Minister might issue directives to the management in order to 
co-ordinate the policies of Government and Bank in monetary and financial 
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matters. These were merely temporary measures and, in accordance with 
the Government's declared policy, the Bank was formally nationalized on 
August I, 1948, the constitutional changes being embodied in a new Bank 
Act. The Netherlands Bank remained a limited liability company with the 
State as sole shareholder and profits in excess of provisions for reserves accrued 
to the State. The Bank’s duties remained much as before and it was generally 
responsible for maintaining healthy credit conditions, but there was also 
provision for the subsequent introduction of special legislation to ensure the 
adequate supervision of the banking system. A discussion of these arrange- 
ments will be the subject of a second article. 

When the 1948 changes were introduced, the opportunity was also taken 
to consolidate legislation relating to the Netherlands Bank. Its monopoly 
of note issue, previously dependent upon renewal of its charter, became an 
unqualified one. The Bank was required to promote the settlement of payments 
to and from foreign countries. It was to act as the Government's banker and 
fiscal agent free of charge and to extend temporary interest-free advances to the 
State subject to a prescribed limit, which was later raised from Fl. 15 millions 
to Fl. 150 millions. It was also authorized to transact a wide range of ordinary 
banking business, which enabled it to act as a bankers’ bank, though it might 
not grant unsecured loans. 

To ensure the proper management of the Bank, there was as before a 
governing board, consisting of a president, secretary, and three to five 
executive directors (all now appointed by the Crown) and, in some matters 
(e.g. in determining the number of such directors and in advising on appoint- 
ments), this board acts in conjunction with a Board of Commissaries (of 
12 members, formerly at least 15), which also approves the annual profit and 
loss accounts. Further, a Royal Commissioner was to supervise the Bank 
to ensure that its accounts conformed with the provisions of the law and he 
was to preside over a Bank Council of 17 members, which would offer advice 
to the Minister of Finance on all matters of central bank policy. This body 
was eStablished for the first time by the Royal Decree of October 1, 1945, 
and these arrangements were later incorporated as an integral part of the 
Bank’s constitution under the Bank Act, 1948. The Council comprised a wide 
range of interests and experience, and representatives of the Bank, the Treasury 
and other Government departments were to attend with an advisory vote. 
On the basis of the Council's advice, the Minister of Finance might issue 
directives to the governing board, though the latter had a right of appeal 
to the Crown. Appropriate provisions were made for accommodating any 
differences that might arise and, in certain cases, the relevant papers might 
be published. 


THE COMMERCIAL BANKS 


The commercial banks, of which there are 137 registered in Holland, are 
dominated by the “ Big Four ’’, which hold about 75 per cent. of the deposits 
and extend two-thirds of total credits. They comprise the Nederlandsche 
Handel-Maatschappij (Netherlands Trading Society), founded in 1824, which 
has important overseas connections—particularly in Indonesia and the East 
generally—that provide it with roughly half its deposits and advances and the 
bulk of its discounts; the Amsterdamsche Bank (1871), which entered into a 
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“ co-operation agreement ' with the Incasso-Bank (1891) in 1948 but which 
has now absorbed that institution and thereby climbed to first place in 
domestic business proper; the Rotterdamsche Bank (1863), which has been 
most active in developing a widespread network of branches and ancillary 
othces; and the slightly smaller Twentsche Bank (1861). The comparative 
strength of these institutions and their emphasis on branch development is. 
indicated in Table I. 

In addition to the *‘ Big Four’, there is a small number of important 
private banking houses—Pierson & Co. (1875) in Amsterdam, whose interests 
have been combined through the exchange of common partners with Heldring 
& Pierson (1873) and (latterly) with Schill & Capadose (1886), both of The 
Hague; the famous house of Hope & Co. (1732) of Amsterdam; Lippmann, 
Rosenthal & Co. (1859), also of Amsterdam; and Mees & Zoonen (1720) of 
Rotterdam. Ihe last has six branches and the Pierson group two, one ip 
Curacao. Another important commercial bank is the Nederlandsche Midden _ 
standsbank (1927), which provides credit to small enterprises and has branches 
throughout the country. There are also certain specialized banks—e.g. the 
Reconstruction Bank (1945), in which the Government holds part of the capital, 
which grants long-term loans for rehabilitation purposes, and its two sub- 
sidiaries, the Nederlandsche Participatie Maatschappi] (1948) and the Export- 
Financiering-Maatschappij (1951). The former provides risk capital for small 
and medium-sized firms, and the latter finances the export of capital goods. 
The remaining banks are quite small and their branches are few. 

The Netherlands also has a postal cheque and giro transfer system, which 
effects pavments both for public authorities and private persons. The deposits 
of the postal cheque system, together with a local system in Amsterdam, 
amounted to Fl. 905 millions as at December 31, 1952, compared with com- 
mercial bank deposits then totalling Fl. 3,987 millions. The total number of 
accounts held with the postal cheque system was then about 570,000. For 
small personal payments most people in Holland prefer to operate a postal 
cheque account rather than an ordinary current account at a commercial 
bank. Transfers may be made between the two systems without difficulty 
and the banks themselves hold accounts with the postal cheque service for 
clearing purposes. The use of cheques for personal payments is generally less 
frequent, even including the postal cheques, than in British communities, and 
a higher proportion of the domestic money supply—almost 40 per cent.—is 
held in the form of notes and coin (in the United Kingdom this ratio is less 
than 20 per cent.). 

Amsterdam is by far the most important financial centre in Holland. 
The volume of its bank clearings far surpasses that of other centres, though 
much of its turnover is due to stock exchange transactions. In Amsterdam 
there are 11 clearing banks (including the Netherlands Bank) and the total 
volume of clearing settlements for 1953 was almost FI]. 21,000 millions. In 
that same vear Rotterdam (seven banks) cleared Fl. 3,100 millions and The 
Hague (ten) Fl. 464 millions. 

In common with commercial banks in most other countries, the Nether- 
lands banks derive the bulk of their resources from deposits. Capital and 
reserves amount to about 12 per cent. of the balance-sheet total, and deposits 
are usually around 70 per cent., with a tendency to rise slightly in the middle 
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of the year. Time deposits generally amount to between a fifth and a quarter 
of total deposits. Savings deposits are insignificant, so that the greater part 
of total deposits is derived from credit balances in customers’ current accounts 
that are repayable on demand. Some credit balances are held in foreign 
currencies. 

Subject to the maintenance of an appropriate cash ratio (latterly 10 per 
cent.), these funds are then invested in various types of earning assets, a high 
proportion of which—83 per cent. in December, 1953—are liquid, being con- 
vertible into cash at the Netherlands Bank. These assets comprise Treasury 


TABLE I] 
COMMERCIAL BANKS AND AGRICULTURAL CO-OPERATIVES AS AT 
DECEMBER 31, 1953 


(Millions of guilders) 





Invest- No. 0) 
Capital ments (ine. Loans Branches 
and Deposits Short- and Un 
Reserves dated Discounts Nether- 
Govts.) lands* 
“ Big Four’ Banks: 
Nederlandsche Handel- 
Maatsch.f.. y a go .O 1000.4 708 .6 265.3 52 
Amsterdamsche-Incasso .. 110.5 1302.7 733.3 553-7 117 
Rotterdamsche ‘4 - 75.0 1110.4 787.9 239.3 103 
Twentsche .. ne 7 69.0 850.2 527.7 251.7 68 
Total ‘‘ Big Four”... io 350.5 278.7 2757.5 1310.0 340 
104 Commercial Banks - 853.97 5643.8] 3837.27 1901.8} 
Agricultural Credit Imnstitu- 

tions§ 5 “ ¥% 112.4 2238.6 1376. 3 308.7 1322 


* There is no uniformity in the classification of branches. The figures quoted exclude 
‘ancillary branches ”’ and local branch offices in the main cities. Gross totals for 
the ‘‘ Big Four ” are 74, 172, 225, and 68 respectively. 

+ Figures for November 30, 1953 (end-December figures for this bank are aggregates 

covering overseas as well as Netherlands business). 

Figures at mid-1954 reveal a substantial increase (except in investments) over end-1953. 

Totals, respectively, were 904.7, 6201.6, 3839.2, 2182.2. 

§ After eliminating double counting of amounts resulting from transactions between 

central institutions and their members. 


SOURCES: Annual Reports of Netherlands ‘* Big Four ’’. 
Netherlands Bank—JA xznual Report, 1953, and Monthly Statement. 


bills, having a currency of not more than twelve months, and Treasury bonds, 
the maximum life of which is five years. Advances to commerce and industry 
is the other big asset item. The ratio of advances to deposits is now upwards 
of 30 per cent. All the usual kinds of security are taken, but in Holland 
there may also be a “ fiduciary transfer of property ’’, whereby a bank may 
grant a loan against transfer of ownership of goods and chattels which, how- 
ever, remain in the possession of the borrower. In addition, the banks 
frequently lend at short-term without taking formal security. (The Twentsche 
Bank, the only institution that publishes separate figures of such lendings, 
shows 45 per cent. of its total debtors as unsecured.) Advances made to 
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clients on the collateral of stocks and shares are shown separately in bank 
balance sheets. 

The Dutch banks also do an important new issue and stock jobbing 
business, and about 80 per cent. of the turnover of the stock exchange derives 
from their transactions. Although only a small number of .institutions con- 
forms to the legal definition of both a stockbroker and of a commercial bank, 
the banks are members of the Stockbrokers’ Association. The item “ Securities 
and Syndicates’ in the banks’ balance sheets embraces both their own 
holdings of securities and those held in connection with their new issue business. 
‘‘ Participations ’’, on the other hand, are mainly shares in affiliated financial 
companies and shares acquired from debtors. In addition, the banks fre- 
quently act as intermediaries in arranging loans between the institutional 
investors (life insurance companies, and social and pensions funds) and the 
public authorities. Indeed, at one time, when the banks found it difficult to 
secure remunerative outlets for their funds, they granted credits to institutional 


TABLE II 
VOLUME OF DAY-TO-DAY LOANS 


(Millions of guilders) 





Day-to-Day Loans: By | To 
= | Net 
Com-__ Agri- | Com- Agri- Bank 
mercial cultural Total | mercial cultural Total Lending 
Banks’ Banks | Banks Banks | 
1950 | 
December 31 e SI 3 84 iy - {9 65 
1951 
June 30... es 183 I 3 196 29 - 29 | 167 
December 31 ‘a 190 il 207 12 - = r2 195 
1952 
June 30g... ae [15 iI [26 29 209 | Q7 
December 31 cs I42 11 [53 | [oO - LO 143 
1953 | 
June 30... - 1604 4 16038 32 - 32 | I 36 
December 31 _ 232 232 29) [ 30 | 202 
1954 | 
June 30... “ 150 na. n.a. IS na. na. | n.a. 


investors to enable them to subscribe to long-term loans in anticipation otf 
subsequent surpluses. 

The commercial banks do not as a rule grant fixed loans against mortgages, 
which are taken only as collateral. Agricultural credit institutions, savings 
banks, institutional investors, as well as private persons, are, however, con- 
siderable holders of such securities, being collectively much more important 
than the mortgage banks proper (in 1953 these banks lent FI. 194 millions, 
whereas all other lenders provided FI. 671 millions on fixed mortgages and 
Fl. 369 millions on the so-called “ credit ’’ or flexible mortgages). Mortgage 
banks may lend against first mortgages’on real property in the Netherlands, 
or operate in foreign countries (e.g. the United States and Canada). There 
are also ship mortgage banks, which make loans on first mortgages of registered 
vessels (Dutch and foreign). Funds are raised both by issuing bearer bonds 
and by borrowing from institutional investors on “ deeds of bond ”. 

The agricultural sector of the Dutch economy is served by two groups of 
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co-operative banks each headed by a central institution. The first, numbering 
591 members, is linked with the Co-operative Central Farmers’ Credit Bank 
at Eindhoven and the second, of 731 members, with the Co-operative Central 
Agricultural Credit Bank at Utrecht. Nineteen agricultural credit banks are 
unattached. The two main groups are, in effect, two large banks with a wide 
spread of branches. Legally, member institutions are autonomous. In fact, 
they are subject to close supervision by their central institutions and have little 
freedom of action. 

Aggregate balance-sheet figures of members and central institutions (after 
elimination of double counting) approximate to one-third of the aggregate of 
the 104 commercial banks and their aggregate deposits to about one-half. 
Although the co-operative banks are im many ways similar to the commercial 
banks, there are significant differences of emphasis in their structure of assets 
and liabilities. Thus, their capital ratio is lower and does not exceed 5 per 
cent. of total assets (12 per cent. for commercial banks). Deposits, at over 
go per cent. of total resources, are a higher proportion than in the com- 
mercial banks, and over 80 per cent. of them is held as savings deposits. 
Member banks lodge their surplus resources with their central institutions, 
which hold a high proportion—about 45 per cent.—in liquid form (Treasury 
paper and loans to public authorities). The central institutions also lend at 
long-term to various semi-government bodies. Direct contact with the farmers 
and their organizations is the responsibility of the member banks, which lend 
to them both at short and at long term. These loans represent about a third 
of member bank deposits, the larger part comprising long-term “‘ improvement ”’ 
loans. Under * Securities and Syndicates ’’, both the central institutions and 
their members invest in loans to the Government and to municipalities against 
the issue of bonds, but of these the central institutions grant more than half 
(almost 60 per cent.). In a]]l cases where member banks hold money market 
assets or other marketable securities, the purchases and sales are made through 
their central institution. 





STRUCTURE OF MONEY MARKET 


The money market in the Netherlands, as elsewhere, has since the war been 
dominated by governmental and semi-governmental paper. Before the war, 
Amsterdam was a leading international financial centre, but for some vears 
after 1945 the rigours of exchange control effectively sealed off the domestic 
market from external influences. Latterly, the economic recovery of the 
country and the improvement of the balance of payments permitted funds to 
be moved to and from Amsterdam with increasing facility. Nevertheless, 
investment paper still consists mainly of Treasury bills and Treasury bonds. 
Dealings in bank acceptances are now again of some importance, but the 
volume of such paper is smal] beside the mass of Government securities. 
Furthermore, many commercial bill transactions remain outside the market 
proper; e.g. at high levels of liquidity, most banks prefer to discount their 
own acceptances and only in exceptional cases would these be negotiated with 
other banks. 

The other main basis of the money market concerns call loans, the volume 
and sources of which are indicated in Table II. Much of this money is lent 
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from day to day by the commercial banks. Borrowers include other banks— 
particularly the larger institutions—which use this market to even out the 
flow of their cash, though inter-bank lending is not the major part of the 
market’s turnover. Day-to-day money is also taken by the discount houses 
for the purpose of carrying their holdings of short-dated Treasury paper, and 
the rate pattern usually offers them a sufficient margin to ensure that this 
will be profitable (see chart on page 311). At one time (from May, 1951, to 
March, 1952) the Treasury itself entered the market as a borrower of day-to- 
day money. By offering a flat I per cent., it effectively ironed out the 
Huctuations in rates that had obtained previously, but this stability gave 
place to a steady fall after the withdrawal of the Treasury demand. Finally, 
the provinces and municipalities are frequently in this market either as 
borrowers or lenders, in order to even out the flow of their receipts and 
expenditure. Indeed, on occasion, they may lend on a very substantial 
scale, and the provinces are almost always lenders. 


SURPLUS LIQUIDITY—ODbD EFFECTS OF CURRENCY REFORM 

The high degree of bank liquidity that has been typical of post-war 
experience in Holland was partly an inheritance from the days of the Occu- 
pation. When the war came to an end, both the banks and their customers 
were highly liquid as a result of wartime deficit finance, the inflow of German 
money and the liquidation of stocks of goods. So far as the banks were 
concerned, the post-war currency reform operated in the same direction. 
Holders of wartime currency at home and abroad were required to surrender 
it without compensation, the notes being withdrawn in two stages—in July 
and September, 1945—and credited to blocked bank accounts bearing no 
interest. Bank deposits were treated similarly. New currency was issued in 
limited amounts and provision was made for the unblocking of deposits, 
subject either to a ruling from the Minister of Finance or to the issue of a 
licence from the Netherlands Bank. 

These releases were effected under the “‘ Unfreezing Rules’ of 1945, 
whereby cash could be drawn against blocked accounts and money transferred 
from blocked accounts to third parties. The accounts that institutions, such 
as commercial banks, savings banks and stockbrokers, held with the central 
bank and with each other were in principle also regarded as blocked, but in 
practice they were treated as “ free ’’ accounts in so far as this was necessary 
to facilitate authorized transactions (e.g. those licensed by the Netherlands 
Bank). Currency could be obtained by the public only against bank credits 
subject to the ‘‘ Unfreezing Rules ’’, which in this connection provided that 
no credits were to be granted to customers having blocked balances and only 
to those not having such balances when authorized by special licence and in 
terms of general rulings in special categories of cases (e.g. if necessary “ to 
safeguard the legitimate interests of industry and trade ’’). Unblocking was 
to continue over a period of years, sometimes only after extensive investi- 
gations into sources of wartime profits by tax inspectors. The final step was 
not taken until October 21, 1950. 

The effect of these arrangements was to restrict bank lending to the 
private sector and to leave the banks with surplus resources. As a concession 
to the banks, these surplus funds were then absorbed by the issue of Treasury 
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bills and Treasury notes (or bonds), the agent of the Ministry of Finance 
initially satisfying in full the banks’ demand for such securities. In the 
result, a substantial part of these funds was not used by the Government, 
which therefore accumulated a very large balance at the Netherlands Bank. 
Had this not been done, there would have been an equivalent excess of funds 
in the money market as bank balances were unblocked. During those early 
post-war years there were also, it is true, very substantial budget deficits, but, 
to the extent that expenditure was not covered either by ordinary taxation 
or the proceeds of levies on property, loans were issued—ostensibly for the 
purpose of taking up “ blocked’ moneys. These policies were presumbly 
prompted by the Government’s desire to cushion the full impact of the 
currency reform, but the techniques adopted certainly led to some rather 
odd anomalies. 

As a result of these arrangements, the post-war demand for Treasury paper 
has been persistently heavy. Initially, as we have seen, the agent of the 
Ministry of Finance made issues to buyers at a scale of announced rates, 
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irrespective of the Government’s immediate requirements. At that time, 
maturities were so spread that large sums of money returned regularly to the 
market for reinvestment, but after May, 1952, the pattern of rates was altered 
in order to make five-year bonds more attractive and bills dearer, and, on 
July 1, the agent abandoned unrestricted sales. The Netherlands Bank then 
sold from its own holdings in order to mop up surplus cash, but its portfolios 
were exhausted by the following April. The Bank then procured additional 
paper by converting its Government book debt into marketable securities. 
Nevertheless, when it resumed sales, it offered only five-vear bonds, on a yield 
basis lowered to match the strength of the demand. On July 3, 1953, the 
Treasury returned to the market as a seller of bonds (but not bills) and the 
Bank temporarily retired, its holdings not being large enough to satisfy the 
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needs of the market. But a fortnight later the Treasury again withdrew, and 
stayed out of the market until November 16, 1953. The Bank also remained 


inactive. When the Treasury resumed sales, it would sell only against paper 


falling due, so that no net increase in market holdings was possible. Further, 
by differentiating its rates, it succeeded in diverting demand to the longer 


TABLE III 
TREASURY PAPER OUTSTANDING* 
(Millions of guilders) 


Treasury ‘Treasury 
At Dec. 31 Bills Bonds Total 
1Q51 a 7 2's 0,031 1,162 7»193 
1Q52 2 4,409 2,391 6,500 
1953 - . 2,455 3,025 6,080 


maturities. Treasury sales ceased once more on January 18, 1954, and the 
money market was faced with an excess of funds for which no employment 
could be found. 

This situation was only partially resolved by the agreement of February 19, 
1954, between the Netherlands Bank and the commercial banks, whereby the 
Minister of Finance agreed to issue Treasury certificates in three tranches 
with maturities of eight, ten and twelve years respectively against the sur- 
render of Treasury bills or bonds or payment in cash. These certificates 
totalled F1.1,200 millions and, subject to special arrangements for their 
mobilization at the Netherlands Bank should commercial bank liquidity be 
threatened, they were to be negotiable only as between banks that had signed 
the agreement. This was part of a wider programme to be discussed in a 
second article.* The Netherlands Bank then resumed open market sales, but 
the demand for paper was so great that, despite compulsory increases in the 
cash ratios of the banks, the Treasury itself was obliged to offer additional 

TABLE IV 
NETHERLANDS BANK’S RATES OF DISCOUNT AND INTEREST 


June 27, Sept. 26, April 17, Jan. 22, Aug. 1, April 7, 


IQ4I 1950 I95I 1952 IQ52 1953 
(%) (%) (0) ("%) ("%) (°% ) 
Discount of bills of exchange 24 3 4 33 3 24 
Discount of promissory notes .. 3 34 44 4 34 3 
Interest on advances in current 
account: 
Private customers .. - 34* 33 54 5 44 4 
Others ‘i - - 34* 34 44 4 34 3 


* Rates ruling since August 29, 19309. 


paper. This situation stemmed largely from the necessity to absorb the 
inflation potential inherited from the Occupation regime, and subsequently 
from the effects of the surplus on the balance of payments, but continued 
tolerance of excessive bank liquidity by repeated issues of new and relatively 
short-dated paper did little to strengthen the position of the central bank. 
The only real alternative would seem to have been drastic measures to freeze 
a high proportion of commercial bank funds in such a way that they were not 
returned to the market either by Government spending or payment on 
maturity. 








* A brief outline of these recent measures, and an editorial appraisal of them, appeared in 
THE BANKER for September last. 
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Growth of the National Debt Office 
By D. S. Lees 


HE National Debt Office has never sought publicity and has seldom been 

troubled by it. Its centenary in 1886 seems to have passed without 

notice and the only celebration of its third jubilee that it appeared to 
permit itself was the affixing of a modern sign on the exterior of its premises 
to indicate its existence. When its old building at the corner of Old Jewry 
and Lothbury disappeared one night during the war, it was re-housed in Old 
Jewry discreetly and without fuss. Its staff of 47 (including cleaners) work 
away in virtual anonymity. Only twice in its long life has it been led, 
reluctant and a little embarrassed, into the spotlight of official enquiry—once 
in 1858 before the Select Committee on Savings Banks and again in 1952 
before the Public Accounts Committee. The evidence relating to the National 
Debt Office that emerged from this recent enquiry was fully reproduced and 
analysed in THE BANKER at the time.* This article approaches the question 
from an historical standpoint; and it is an illuminating reflection on the 
unchanging nature of some aspects of Treasury finance that much of the 
emphasis yet falls on precisely those points upon which the Public Accounts 
Committee so rightly concentrated its attention in 1952. 

The National Debt Office is the office of the Commissioners for the Reduction 
of the National Debt. The Commissioners are, in a statutory sense, an autono- 
mous body and do not form part of the Treasury organization. They were 
first appointed by Pitt in 1786 to receive “ certain sums... at the end of each 
quarter of the year to be applied by them to the reduction of the National 
Debt ’’. The original Commissioners comprised the Speaker of the House of 
Commons, the Chancellor of the Exchequer, the Master of the Rolls, the 
Accountant-General of the Court of Chancery, and the Governor and Deputy- 
Governor of the Bank of England. A number of changes were made in their 
composition in the course of the nineteenth century; the Chief Baron of the 
Exchequer was appointed a Commissioner in 1812, and when this office was 
abolished in 1880 was replaced by the Lord Chief Justice. The Accountant- 
General of the Court of Chancery, when his office was abolished in turn, was 
succeeded by the Accountant-General of the Supreme Court in 1875. But the 
most significant step was taken in 1822, when the first Comptroller-General of 
the Debt Office was appointed to carry out the executive functions of the 
Commissioners. 

The original function of the National Debt Oftice—the redemption of debt 
—soon paled in significance as the number of funds for the investment of 
which the Commissioners were responsible grew. The process began in 1817, 
when an Act was passed which enabled the savings banks to place the money 
they received with the Commissioners, who were compelled to invest it in 
stocks. In 1828 the placing of savings bank funds with the Commissioners 
was made compulsory, and the range of investment widened to include 
Exchequer bills. The Commissioners could still buy and sell stock and 





* ‘“‘ How the ‘ Departments’ Buy their Gilts’’, in the January, 1953, issue of THE BANKER. 
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Exchequer bills only as the state of their balances demanded; but in 1833 
an Act empowered them to vary the securities they held on behalf of the 
savings banks. It is this Act that forms the statutory basis of the power of 
the Departments under the control of the Commissioners to “ switch ” securities. 

The scope of the National Debt Office as an investing body took another 
leap forward when the funds of the Post Office Savings Bank were given over 
to the charge of the Commissioners in 1861. And finally, in the twentieth 
century, the Commissioners became responsible for investing the surplus 
moneys of the three great social insurance funds—Health, Unemployment and 
Pensions—which in 1948 became the National Insurance Fund.* 

These funds are divided into two groups. In the first are the funds of 
which the beneficiaries are wholly covered as to capital and income by a 
Consolidated Fund guarantee; these include the funds of the Post Office and 
Trustee Savings Banks. In the second category are the “ trust funds ’’, which 
must have close regard to income and sustain their own capital losses. This 
category includes the insurance funds and most of the smaller funds. The 
differentiation is important from the standpoint of investment policy, as the 
Debt Office considers its hands much more tied in the manipulation of the trust 
funds than it does for the funds whose beneficiaries risk no capital loss. 

The growth of the resources of the Debt Office, then, has been largely the 
result of voluntary saving through the savings banks, and compulsory saving 
through the social insurance funds. That growth has been phenomenal 
indeed: the funds grew from £30 millions in 1850 to £300 millions in 1914, 
£1,000 millions in 1939 and to fully £4,500 millions in 1952. The office that was 
set up with {1 million for the redemption of debt has become the largest 
single investor in gilt-edged (or in any other type of security for that matter) 
in the world. The significance of these vast sums in the financial mechanism 
clearly hinges on just who exercises effective control over them. It was on 
this problem that the committees of 1858 and 1952 concentrated their attention. 

The probings of the Public Accounts Committee in 1952 established that 
effective contrel of the National Debt Office resides (nominally at least) in 
the hands of its Comptroller-General. Even the usual quorum of the National 
Debt Commissioners—the Chancellor of the Exchequer and the Governor and 
Deputy-Governor of the Bank of England—had, in 1952, been referred to only 
three times since the end of the war, whilst the Commission as a whole had 
not sat since 1860. It is less well known that even this meeting must have 
been the first for many years. The Select Committee on Savings Banks of 
1858 revealed that ‘‘Commissionets other than the Chancellor of the Exchequer 
and the Governor and Deputy-Governor of the Bank of England rarely, if 
ever, attend meetings ’. It is almost certain that these three have been the 
effective commissioners since 1819, when the original quorum of four was 
reduced to three. 


en ——$—$_—$——— NE 








* In addition, responsibility for a number of smaller funds was laid on the Commissioners as 
time went on. They include the County Courts Fund, the Industrial Injuries Fund, the Hospital 
Endowment Fund, the Crown Lands Account, and also some very small funds such as the Pensions 
Fund of the Irish Constabulary. The most important ‘‘ departmental ”’ funds for which the 
Debt Office is not responsible are the Issue Department of the Bank of England and the Exchange 
Equalization Account; the Debt Office has also no responsibility for the funds of the Public 
Trustee, the Charity Commissioners, the Ecclesiastical Commissioners, the major funds of the 
Supreme Court, or the balances of the Colonial Currency Boards. 
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The evidence given before the Savings Bank Committee is illuminating in 
other respects also. The funds of the savings banks (effectively, the entire 
funds administered by the Commissioners at that time) were shown to be 
entirely within the power and control of the Chancellor. The Comptroller- 
General, Sir Alexander Spearman, was asked: “Can the Chancellor, by his 
sole signature, sell out at any moment any portion of the entire funds of the 
savings banks ?”’ He replied: “I think he can do so, and that he has, by his 
sole signature and by his sole order, directed stocks to be sold to very con- 
siderable amounts and other investments to be purchased’ (453, 454).* 
Moreover, every Chancellor, as the leading member of the Commissioners, 
had exercised that right (400). Exchequer bills had been bought and sold on 
many occasions on the verbal order of the Chancellor alone “ to a very con- 
siderable extent indeed ”’ (461), whilst sales of stock were made on the written 
order of the Chancellor, confirmed at the next meeting of the Commissioners 
(3968, 3998). The Comptroller had never received orders for the purchase 
and sale of stocks and Exchequer bills from a quorum, but always from the 
Chancellor (4034, 4042)+. The power of the Chancellor to act individually in 
this way appeared to derive from a minute of March 19, 1832—signed by the 
quorum of the usual three Commissioners—empowering any one Commissioner 
to act for the whole body in the purchase and sale of stocks and bills (445). 
The legality of this procedure was, however, questioned strongly by the Com- 
mittee (Report, page 9). 

The Comptroller was also found to have a wide latitude in the investment 
of the savings banks funds. He apparently used his own discretion in the 
purchase of stocks with balances accruing; although he could point to no 
statutory power that authorized him to do so (409, 434, e¢ seq.). 

The funds of the savings banks were thus completely under the control 
of the Chancellor, as he could switch securities, and control the investment 
and disinvestment of securities under the minute of March, 1832. The con- 
currence of the Governor and Deputy-Governor of the Bank for sales of stock 
appears to have been ex fost and formal. In day-to-day operations the Comp- 
troller was shown to have—discretionary—control over the investment of funds. 





THE COMPTROLLER AND THE CHANCELLOR 


There are several significant differences between the position then and 
now. At both times the effective Commissioners were thé same. But in 1858 
the three Commissioners met regularly, whereas now they do not meet at all— 
and have not met within living memory. In 1858 the three Commissioners, 
and especially the Chancellor, were very active indeed; now they are active 
only if the Comptroller activates them. In 1858 the Commissioners (in effect, 
the Chancellor) gave orders regularly to the Comptroller; now, on official 
admission at least, they never volunteer either instructions or advice. In 
summary, it appears that in 1858 the National Debt Office was controlled by the 
Chancellor of the Exchequer, whereas to-day it is run by the Comptroller- 
General. Of the many independence movements in the last hundred years, 
that of the Comptroller-General of the National Debt Office is one that has so 








* The reference numbers refer to questions and answers in the official record of the Savings 
Bank Committee. 
t See also Report, page 2, 
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far escaped notice. But the emancipation may have been more apparent than 
real; the probings of the Public Accounts Committee established that the 
Treasury has “‘a very great voice ’’ in any policy affecting the Savings Bank 
funds. 

If the control of the Debt Office has in many respects changed little in the 
past century and a quarter, the manipulation of its funds has changed 
still less. It is customary to think of the practice of support of Government 
debt operations by the use of the funds of Public Departments (which are, of 
course, more extensive than those in the care of the Debt Office) as a com- 
paratively modern development—certainly post-1920. The evidence given 
before the 1858 Committee shows that this is not so. The funds of the savings 
banks at that time were indeed minute by present standards; the amount of 
securities held by the Commissioners in 1858 totalled £34 millions (to which 
members of the Committee yet referred as “ these large sums of money ’’). 
However, the evidence disclosed that these funds had been used on three 
occasions to keep down the cost of long-term Government borrowing, and on 
at least one occasion to provide support for the Exchequer bill market. 

The first occasion on which the savings bank funds were used in a debt 
operation was in 1834.* The aim of the operation was to convert £10 millions 
of debt from 4 to 3} per cent. Preparations were made to deal with any 
dissentients. By the order of the Chancellor, savings bank stock was sold by 
the “‘ departments ’’, purchases were suspended, and the funds accruing invested 
temporarily in Exchequer bills (4221). In the event, holders of £5 millions 
dissented from the conversion; they were paid off with savings bank money 
(4331). 

In 1844 came one of the great conversion loans of the nineteenth century: 
{249 millions of Consols were converted from 33 to 3 per cent. There were 
practically no dissentients and the operation saved {24 millions a year in 
interest payments. The savings bank funds were used only to a small extent, 
but “ the power the Chancellor knew he had in using the funds . . . enabled 
him to feel quite secure in effecting the great operation ’’ (4332). Dare one 
hazard the parallel that it was the existence of the same power that enabled 
Mr. Chamberlain to feel equally confident in 1932 ° 





* Report, page 9. The Commissioners were empowered to subscribe to Government loans 
by Section 10 of the establishing Act. 
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The third occasion on which the holdings of the Debt Office were used in 
support of the Government's finances occurred in 1853, following the outbreak 
of the Crimean war. “ In June, 1853, large sales of stock commenced for the 
purpose of buying Exchequer bills on the order of the Chancellor” (4329). 
This was the “ means of furnishing the Government with the necessary supplies 
at a moment when a loan could not have been obtained except at a serious 
discount ~ (4329). The savings bank funds were also used to support the 
bill market between 1836 and 1841. Several million pounds worth of Exchequer 
bills were bought in the open market on the order of the Chancellor. The 
effect was to keep up the price of bills, and to avoid a “ very large additional 
charge to the Exchequer ”’ (4246). It is interesting to recall that the Macmillan 
Committee recommended that the resources of the Issue Department should 
be used to influence the price of bills in the same way. 

The 1858 Committee was not slow to recognize the advantages to the 
Exchequer that accrued from its manipulation of the savings bank funds, but 
it nevertheless declared strongly against the practice in its Report: 


There are grave objections to this mode of proceeding, irrespective of any 
loss or gain to the State, which render it expedient to limit and restrain the 
absolute power hitherto exercised by the Government in buying, selling and 
varying securities in which the capital of the savings banks is invested, because 
such power withdraws from Parliament the cognizance of large financial 
transactions during the time when they are in the course of being accomplished. 


The relevance of these penetrating words to present-day practice would 
certainly be strongly denied by both the Debt Office and the Treasury; has 
not the Chancellor, after all, retired from the field in favour of the Comptroller- 
General ? More critical observers of the mode of Government finance will, 
however, find much in the criticism of the 1858 Committee that is unfortunately 
even more valid to-day—if only because of the vastly increased scale of 
operations. 

The scepticism of these observers is based on two grounds. Treasury 
control over departmental funds has grown side by side with the expansion 
in the resources of the Issue Department (over which the Debt Office, of course, 
exercises no control at all); and, furthermore, the hearings before the Public 
Accounts Committee in 1952 established beyond a shadow of doubt that 
whereas the Chancellor's nominal control of the Debt Office was practically 
dormant, in practice he certainly exercises a strong influence. The Comptroller's 
position was epitomized by his disarmingly frank confession that “ if in respect 
of these [savings bank] funds I was asked [by the Treasury] to do something 
which went a little beyond what I would have done in the sole interests of 
these funds, I might well agree to do so’’. The history of the National Debt 
Office is evidence of the sad fact that when a Government finds itself in a 
position to control large sums of money, it will not tarry long before it begins 
to manipulate them on its own behalf. It also suggests that the transfer of 
apparent control from a departmental Minister to a permanent official respon- 
sible to no one will do nothing to lessen the Government's influence over even 
the details of policy—but everything to obscure still further in the public 
mind wherein true control—and accountability—resides. 
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American Review 


has been attracting increasing comment, and has even led to the charge— 

from a Democratic Party spokesman during the election campaign—that it 
may culminate at a point at which it brings the United States to the 1929 cycle 
of market boom, crash, and subsequent depression. Certainly, the movement 
has been one of the fastest, and one of the most spectacular, since that time. 
The Dow Jones average of industrial shares early last month touched 364, repre- 
senting a gain in twelve months of about 100 points, or about 40 per cent. And, 
despite some reaction later in the month, yields on common stocks, as measured 
by Moody’s Investment Service, have tumbled from 5? per cent. to little more 
than 4} per cent. 

This remarkable and prolonged rise in stock values can only mean that 
investors—institutional and otherwise—share a growing measure of confidence in 
the longer-term prospect for industry and equity stocks. The published profits 
of companies for the current year do not alone justify the upswing. Profits 
amounted for 1953 to some $18,300 millions net after taxes, and even with 
allowance for relief from Excess Profits Tax they are not expected to exceed 
$17,500 millions or so for 1954. Nor does it seem likely that, in the year ahead, 
business and earnings will show any dramatic gains since even the optimists who 
forecast a general increase in activity concede that competition is likely to con- 
tinue keen and that the outlook for further tax concessions is uncertain. 


| SHE breath-taking pace of the upswing on Wall Street over recent months 


CORPORATION DIVIDEND POLICY 


The outlook for dividends may at first seem rather more hopeful since, for 1953, 
the available profits of American companies were only about equally shared 
between the shareholder and the companies’ lockers. The most bullish operators 
on Wall Street point at once to the contrast with, say, 1939, when dividend pay- 
ments were fully three times as large as sums added to reserve. They also note 
that funds needed for stock financing have declined substantially since 1951, that 
investment on new plant and equipment is tending to fall away and that capital 
financing is now eased by the larger depreciation allowances. 

It can be argued on the other side, however, that the general distribution 
policy of American companies is likely to remain conservative. Directors have 
by now established the firm habit of financing a much greater share of capital 
expenditure than before the war from provision for depreciation and retained 
profits; and the pace of technological change has never been so rapid as it is to-day. 

In the circumstances, a great deal has been said about the speculative position 
on Wall Street and the consequent vulnerability of the market to any ill-wind that 
may blow. It is true that recent months have seen some substantial additions 
to brokers’ credits (which, exclusive of loans against Treasury bonds, show the 
not very startling rise of about $30 millions, to $1,050 millions over the year to 
mid-September last). But the position, of course, is utterly different from that 


of 1929 with its facilities for uncontrolled market credit, and with industrial stock 
yields reduced to 3 per cent. There is, in fact, a not inconsiderable 
position on Wall Street to-day. 

Moreover, the Federal Reserve Board retains its qualitative control over 
market speculation. This control lays down a maximum of credit that may be 
extended by brokers; at present this stands at 50 per cent., but it could be adjusted 
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readily enough—as it has been at other post-war points when the market seemed 
to be under undue influence from inflationary speculative pressures. 

In the meantime, the Council of Economic Advisers has estimated that gross 
national product in the third quarter just maintained the annual rate of $356,000 
millions achieved in the second quarter. This is some $14,000 millions below the 
peak rate recorded in the second quarter of 1953. The preliminary industrial 
reports for September appear to confirm earlier suggestions of an improving pace 


American Economic Indicators 


1954 
I95I 1952 195300 - 3 -- 
June July Aug. Sept. 
Production and Business: 
Industrial production (1947-49 = 100) 120 124 I 34 124 124 124 124 
Gross private investment (billion $).. 55.0 52.5 54-4 45.0 — — 40.0 
New plant and equipment (billion $).. 25.6 26.5 28.4 27.2 — — 26.8 
Construction (million $) 2,574 2,004 2,904 3,009 3,054 3,112 3,160 
Business sales (billion $) 44.5 45-6 48.8 47.8 47.6 46.9 —_ 
Business stocks (billion $) wa 75.3 a Ro SI... 79.0 73.3 78.1 a 
Merchandise exports (million $) 1164 1,098 1,312 1,474 1,290 1,177 —— 
Merchandise imports (million $) OI4 893 906 O47 S21 835 5 
Employment and Wages: 
Non-farm employment (million) is s3.0° s4.8° $3.27 54.5 S6:7° S353 344 
Unemployment (’000s) - ; 1,879* 1,673* 1,524* 3,347 3,346 3,245 3,099 
Unemployment as °% labour force .. sar 4,9" +167 $21 5.1 5.0 4.8 
Hourly earnings (mfg.) ($)  .. ia 1.59 1.67 Pe 1.81 1.80 1.79 1.81 


Weekly earnings (mfg.) ($) .. 64.71 67.97 71.57 71.68 70.92 71.06 71.86 


Jf High 535 463 428 


Moody commodity (1931 =100 2 27 05 40 
oody « y (193 )\ Low 451 309 «sos 43 427 495 404 
Farm products (1947-49 =100) .. 113.4 107.0 97.0 94.8 96.2 95.8 93.6 
Industrial (1947-49 = 100) ivi -. II5.Q9 I13.2 114.0 114.2 114.3 114.4 114.4 
Consumers’ index (1947-49=I100)  .. III.0 113.5 114.4 II5.I I15.2 115.0 — 


Credit and Finance: 


Bank loans (billion $) .. aa i 57-7 64.2 68.3 67.3 467.3 4.66.4 — 
Bank investments (billion $) .. a 74.9 ~% 78.1 79.1 So.0 83.0 — 
Bank loans (weekly) (billion $) ‘7 25 23:4 m4 129 2.3 MS TMA 
Consumer credit (billion) - es 2.5 27 BS 27.5 27:5 27.9 — 
Treasury bill rate (°%%) .. 7 55 1.77 1.93 0.65 0.71 0.89 I.o1 
U.S. Govt. Bonds rate (%) .. - 2.877 2.607 4.26 2.90 2.62 2.60 2.64 
Money supply (billion $) 189. 


—— -_——- —_— 


bi ; 8 200.4 205.8 205.3 204.9 206.3 — 
Federal cash budget (+ or —) (mill. $) +1,2 —1,641 -6,15 | 645 
5 \ ) 44 4 59 5 


Notes.—Latest figures are preliminary or estimated. For 1951-53 actual totals are shown for 
construction, equipment and other domestic investment. Business Sales and stocks, money 
supply, bank loans and consumer credit show amounts outstanding at the end of the period. 
Moody’s spot commodity index shows high and low, 1951-53, and end-month figures this year; 
other commodities show monthly averages. Investment figures, 1953, are quarterly and at 
annual rates. Weekly bank loans are derived from partial returns only. Budget figures are 
cash totals 1951-53 and also quarterly for 1953. 

* Old basis. + Old series. 


for industry this winter. The Reserve Board index of production (based on 
1947-49) remained unchanged at 124, maintained since May. But construction 
is holding high and there was considerable satisfaction last month with the 
recovery of the steel-operating rate to above 70 per cent., contrasting with the 
midsummer low point of 60 per cent. Much will depend upon the new season’s 
sales for the motor car industry. In October there were indications of yet further 
adjustments to inventories, and industry was in a generally hopeful mood. 
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International Banking Review * 


Australia 


S a result of the continued deterioration in the balance of payments the 

Government has gone back on its earlier intention not to tighten import controls. 

To prevent importers obtaining goods beyond their reasonable needs for the 
remaining six months of the licensing year ending March 31, 1955, imports of the 
‘““more essential ’’ category ‘“‘ A’ items, which were freed from quotas last April, 
will be limited to the amount imported in the base year 1950-51. No further 
relaxation will be made in restrictions on the “less essential ’’ category “ B” 
imports (mainly consumer goods) from non-dollar sources; these imports will 
continue to be limited to 60 per cent. of the amount imported in the base year. 

In the annual report of the Commonwealth Bank for the year to June 30 a 
the bank’s governor, Dr. Coombs, suggests that the increase im this period « 
fA 115 millions in the total of loans of the commercial banks may have na 
larger than was required to meet the demands of the expansion of production 
and the replenishment of stocks. He points out that, with the economy now 
fully employed, restraint in bank lending is necessary if the creation of excess 
demand is to be avoided. 
Belgium 
A convention has been signed by the Belgian Finance Ministry, the National 

Bank, and the Credit for Industry Corporation to facilitate the financing of exports 
to countries outside the European Payments Union. Hitherto, the Belgian 
financial system has been unable to cope with the increased demand for long-term 
export credits. The new agreement aims at overcoming this difficulty by ensuring 
that the Credit for Industry Corporation will make available additional finance 
for backing such credits under Government guarantee. 


Bolivia 
The Government has made arrangements to place gold coins in circulation. 
The coins are to be minted in Paris, in varying weights and fineness. The intention 
is to provide a medium of saving and to stimulate gold production and employ- 
ment. To this end the central bank will exchange the new coins for any domestic 
gold that it may receive from the Mining Bank and private individuals. The 
new coins will be freely exportable. 


Brazil 


The new Minister of Finance, Senhor Guidin, has announced a three-point 
programme for dealing with the economic crisis. He aims to check inflation by 
cutting Government expenditure, to establish a regime of strict austerity, 
especially in expenditure of foreign exchange; and to remove the obstacles dis- 
couraging the inflow of foreign capital. 

The exchange control authorities have decreed an increase in the minimum 
premiums pavable on foreign exchange released to importers through the auction 


system. 
Canada 
The adverse balance of payments on current account reached Can. $357 
millions in the first on of 1954, $17 millions less than the deficit for the com- 
parable period of 195 The gap was more than covered, however, by a net 











* Ne ows of United Stat ites b: inking appears in ‘‘ American Review ”’ (page 318). Brief editorial 
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discussion of particular items of international banking news appears in ‘‘ A Banker's Diary 
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inflow of capital amounting to Can. $395 millions. Of this, $140 millions was 
in respect of direct investment and $169 millions on account of investments in 
existing securities. 

The Trade Minister, Mr. Howe, has stated that there are definite limits to 
which tariffs can be raised in the national interest. Canada exported one-fifth 
of its national product and would lose much more than it would gain from an 
outbreak of tariff warfare. 

Ceylon 

The Ceylon Government has, after an official enquiry, recommended to the 
Governor-General the dismissal of Mr. N. U. Jayawardene from the post of 
Governor of the Central Bank of Ceylon. It is understood to have proposed the 
appointment of Sir Arthur Ranasinha, Secretary to the Treasury, to the vacant 
post. 

Denmark 

The Danish krone has been adversely affected in exchange markets by the 
rumours of impending devaluation that have circulated since the end of Sep- 
tember. These rumours have drawn denials from authoritative quarters in 
Denmark, and the spot krone has received considerable official support. As a 
result the rate has been maintained at previous levels (in terms of sterling), but 
discounts quoted for forward delivery have at times reached exceptionally 
high levels. 

After lengthy negotiations agreement has been reached with the British 
Ministry of Food for deliveries of bacon to the United Kingdom of 220,000 tons 
at the unchanged price of 237s. 6d. per cwt. in the year to October I, 1955. 


Egypt 

The Government has made three important amendments to the law governing 
foreign investment in an attempt to encourage more foreign capital into approved 
projects. In the first place, all restrictions on the transfer of profits, which 
previously limited transfers to a maximum of Io per cent. of the capital invested, 
will be removed. Secondly, profits may be repatriated in the original currency 
of the investment after three instead of five years of the date of the original 
investment. Finally, unsuccessful businesses will be allowed to repatriate all 
their capital assets without restriction—subject, however, to the approval of the 
Foreign Capital Investment Committee. 


France 


A number of import quotas have been abolished, thus raising the proportion 
of France’s quota-free imports from O.E.E.C. countries from 52 to 62} per cent. 
The items freed from restriction in this way are, however, still being subjected 
to the special import tax of Io to 15 per cent. of their value. 

The Prime Minister, M. Mendés-france, has declared that the freeing of French 
imports to the same degree as those of other O.E.E.C. countries would be con- 
ditional upon an “ international alignment of social security legislation’. Such 
an alignment would, he maintained, enable France to enter into competition 
without being penalized for the social progress it had made in advance of other 
countries, which often weighed heavily on its costs of production. 

Official controls over capital issues introduced at the beginning of the war are 
no longer to apply to existing companies. The Finance Minister, M. Faure, has 
attributed this development to the recent improvement of conditions on the new 
issue market. 

The Premier has declared that the fundamental economic reforms contem- 
plated by the Government’s economic ‘‘ New Deal” will not be introduced 
until 1955. 
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Germany 


The proportion of German quota-free imports from the dollar area has been 
raised from 47 to about 65 per cent. of total dollar imports. The Federal Republic’s 
reserves of foreign exchange continue to grow at a rate of about $50 millions per 
month, and are now in the region of $2,500 millions. 

The Minister for Economic Affairs, Professor Erhard, urged, at the annual 
meeting of the governors of the International Monetary Fund in Washington, 
early moves to the convertibility of Western European currencies. Dr. Erhard 
contended that conditions for such a move had never been so favourable. But 
he has since explained that Germany does not intend to embark on this course 
on its own. 

The annual report of the German Export Credit Institute—which consists of 
a syndicate of banks for the promotion of long-term export credits—states that 
efforts to raise funds for financing export credits have not been very successful. 


Greece 
Proposals for a settlement of Greece’s bonded debt submitted to creditors’ 
representatives at a conference in Paris in September were rejected as being 
“unsuitable to serve as the basis for an agreement ’’. 


India 
Following representations by the British Government, the Indian authorities 
have agreed to withdraw quantitative controls on imports of British textiles. 
The high tariffs on U.K. goods, which have also been criticized by British exporters, 
still remain in force, however. 


Iran 

The Iranian authorities suspended the granting of licences for certain types of 
sterling payments in the second half of September, after sterling holdings had been 
well-nigh exhausted. At about the same time it was announced that, following 
the exhaustion of the “ swing ”’ credit of the equivalent of $8 millions provided 
for by the payments agreement with Germany, the National Bank of Iran was 
suspending the issue of licences for imports from Germany. 

The British authorities have been considering the granting of a Government 
credit to Iran to prevent trade between the two countries being held up pending 
the resumption of oil exports by Iran. France has granted Iran a credit of 
Irs. 5,000 millions and is reported to have offered a further credit of similar 
amount. 
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Israel 


The Government has during recent months made some relaxation of credit 
controls. This is part of an experimental policy to permit a moderate increase 
in the supply of money available to industry and agriculture. The authorities 
were persuaded to adopt an easier policy by the improvement in the budgetary 
situation, the interruption of the previous rise in prices and by the increasing 
demand for finance arising from the expansion in production. 


Japan 
The annual meeting of the Colombo Plan countries in Ottawa agreed that 
Japan should be brought within the scope of the scheme. 
The Anglo- Japanese trade and payments review held in London resulted in a 
decision to continue existing arrangements to March 31, 1955, pending new talks 
to be held early in 1955. 


Netherlands 


The Dutch Budget statement for 1955 provides for a total deficit of Fls. 568 
millions, compared with an original estimate for 1954 of a deficit of Fls. 1,199 
millions and a revised estimate of Fls. 841 millions. The improvement anticipated 
in 1955 is put down largely to the rising trend of tax revenue. 

The Netherlands Bank has granted permission to Dutch residents to dispose 
of balances in foreign currencies held abroad, whether in their own names or in 
the name of a Dutch foreign exchange bank, where these balances cannot at 
present be transferred to Holland under special inter-governmental arrangements. 
The balances can be sold to other residents or non-residents, or used to purchase 
foreign securities or property in the countries in which they are held. 


Nigeria 

The report published by the International Bank for Reconstruction and 
Development’s mission to Nigeria emphasizes the need to strengthen Government 
services in order to support an expansion of production and to encourage new 
private enterprise. In assessing the potential of Nigeria, the report calls attention 
to the size and complexity of the country’s economy; but it points out that it is 
more fortunate than those of most African countries in having two essentials for 
a development programme: adequate manpower and adequate funds. The 
mission suggests that, although expansion of industry cannot in the near future 
have an impact on living standards equal to that of advance in agriculture, 
industrialization should nevertheless be actively encouraged. 

The report recommends the early establishment of a State Bank of Nigeria, 
and advocates an increase in expenditure of the local authorities on the develop- 
ment programme from {21 millions in 1955-56 to £35 millions in 1959-60. 
Spending on this scale is held to be well within the country’s financial resources. 


Pakistan 


The Prime Minister, Mr. Mohammed Ali, has announced a new policy of 
incentives ‘“‘ to attract foreign capital to Pakistan with the aid of generous con- 
cessions’’’. He said that henceforward no restrictions would be placed on the 
remittance of profits on foreign investments in the currency in which the original 
investment had been made. It had also been decided to guarantee exchange 
facilities for the repatriation in full of foreign investments made after September 1, 
1954—including, that is, the original investment, capital gains and unremitted 
profits. Furthermore, foreigners would in future be allowed to hold up to 60 per 
cent. of the capital of a new industry, except in the case of public utilities, in 
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which the permissible percentage of foreign capital would be decided on the merits 
of each individual case. 
South Africa 


It has been announced that in view of the improvement in the country's 
balance of payments import controls are to be relaxed in 1955. No permits will 
be required for the import of tea, coffee, raw cotton, raw wool, some textile piece- 
goods and certain types of stationery. Larger imports of cars and machinery will 
be permitted, and the preliminary quotas for imports of consumer goods are also 
to be raised. 

It has been announced that Dr. Malan will retire from his position as Prime 
Minister at the end of November. The Minister of Finance, Mr. Havenga, will 
take over the Premiership temporarily on a “ caretaker ’’ basis. 


Thailand 
Thailand has accepted the invitation extended by the annual conference of 
the Colombo Plan countries in Ottawa to participate in the plan. 


Turkey 


A further decline in export earnings has resulted from poor grain harvests, 
thereby causing a further deterioration in the country’s external accounts. In 
consequence, the Government has revised import regulations to limit purchases 
abroad to the barest necessities. Other controls have also been tightened. 
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Appointments and Retirements 





Barclays Bank—Head Office: Mr. F. C. Woodward to be an assistant general manager; Mr. 
A. S. Bates to be an assistant general manager. Belgravia: Mr. RX. B. L. Moyle, from Purley, 
to be manager. Blackfen: Mr. W. D. Glanfield, from Head Office, to be manager. 323 Lea 
Bridge Rd.: Mr. A. P. Thomas, from Romford, to be manager. Leadenhall St.: Mr. C. F. Blake, 
from Lombard St., to be manager. West Norwood: Mr. R. H. Stone, from Blackfen, to be 
manager. Purley: Mr. N. A. Goodliffe to be manager. Basingstoke: Mr. R. B. Pinniger, from 
King St., Reading, to be manager. Bicester: Mr. R. F. Hall, from Cornmarket St., Oxford, to 
be manager. Builth Wells and Llanwrtyd Wells: Mr. J. H. Evans, from Rhayader, to be 
manager. Chichester: Mr. H. Clarkson, from Basingstoke, to be manager. Ebbw Vale: Mr. 
D. W. Jones, from Bridgend, to be manager. Haverfordwest: Mr. R. L. Morris, from St. Clears, 
to be manager. Horncastle: Mr. J. G. Freeman, from Newark-on-Trent, to be manager. 
Ilkeston: Mr. W. W. Brock, from Mansfield, to be manager. ANettering—Market Pl.: Mr. C. J. E 
Steff, from Northampton, to be manager; Silver St.: Mr. F. L. Hubball, from Ilkeston, to be 
manager. Lancaster: Mr. F. Boardman, from Sale, to be manager. Northampton: Mr. E. H. 
Hyde, from Market PI. and Silver St., Kettering, to be manager. Pulborough: Mr. D. B. Evans, 
from Southampton, Shirley, to be manager. Rhayader: Mr. J. R. Jones, from Llanwrtyd Wells, 
to be manager. St. Cleavs: Mr. D. G. Peregrine, from Carmarthen, to be manager. Sale: Mr. 
A. M. Gunn, from Manchester, Deansgate, to be manager. Stockton-on-Tees: Mr. K. Turnbull, 
from Stockton-on-Tees, to be manager. Swansea, Wind St.: Mr. H. Watkins, from St. Mary St., 
Cardiff, to be manager. Todmorden: Mr. W. H. Newby, from Manchester, Corn Exchange, to 
be manager. Wrexham: Mr. W. E. S. Morse, from Builth Wells and Llanwrtyd Wells, to be 
manager. 

Lloyds Bank—London—Law Courts: Mr. M. T. Wilson, M.B.E., from Pall Mall, to be manager 
on retirement of Mr. A. B. McFarlane. Larnstaple: Mr. L. E. Dolbear, from Horsham, to be 
manager on retirement of Mr. I. C. Taylor. Bexleyheath: Mr. A. H. Coombes, T.D., from Covent 
Garden, to be manager on retirement of Mr. H. Grugeon. Canterbury: Mr. T. M. Barker to be 
manager in succession to the late Mr. H. N. E. Spencer. Cardiff, Queen St.: Mr. F. G. Matthews, 
from Pembroke Dock, to be manager on retirement of Mr. I. G. Thomas. Horsham: Mr. R. H. 
Pepler, from Head Office, to be manager. Llandovery: Mr. D. T. Lewis, from Cardiff, to be 
manager on retirement of Mr. J. I. P. Jones owing to ill-health. 

Midland Bank—London—Bakey St.: Mr. V. E. Mills, from Upper Tooting, to be manager in 
succession to Mr. R. G. D. Hawkins; East Dulwich: Mr. A. Cronk, from Bromley, to be manager 
in succession to Mr. A. A. Walker; Fleet St.: Mr. R. G. D. Hawkins, from Baker St., to be 
manager on retirement of Mr. E. L. Sharpe; Tooting Broadway: Mr. }. Stowers, from Thornton 
Heath, to be manager on retirement of Mr. L. G. G. Pearce; Upper Tooting: Mr. L. F. Beadle, 
froom Coleman St. and Moorgate, to be manager in succession to Mr. V. E. Mills. Bentham: 
Mr. N. Atkinson to be manager in succession to Mr. P. D. Wilson. Birmingham, Small Heath: 
Mr. R. S. Baldock, from Smithfield, Birmingham, to be manager on retirement of Mr. R. des L. 
Caswell. Liverpool, East: Mr. T. A. Dawson, from Wilmslow, to be manager in succession to 
Mr. G. P. Hilldrup. Petts Wood: Mr. B. L. Simmonds to be manager. Prescot: Mr. F. H. Hall, 
from King St., Manchester, to be manager in succession to Mr. E. E. Owen. Rochdale: Mr. G. 
Ashton, a superintendent of branches, to be manager on retirement of Mr. F. Rothwell. Settle: 
Mr. P. D. Wilson, from Bentham, to be manager in succession to the late Mr. C. Thompson. 
Sheffield, Abbeydale Rd.: Mr. H. Fairburn, from Woodhouse, Sheffield, to be manager on retire- 
ment of Mr. H. Evans. 

National Provincial Bank—fHeaumaris: Mr. A. L. Williams, from Holywell, to be manager. 
Birmingham, Aston Manor: Mr. F. N. Boddy, an inspector of branches, to be manager 
on retirement of Mr. H. A. Lees. Daventry: Mr. C. D. Abbott, from Market Drayton, to be 
manager on retirement of Mr. T. A. Pritchard. Hanley: Mr. W. M. Craven, from Leeds, to be 
manager on retirement of Mr. A. S. Whitehead. Leamington Spa: Mr. R. O. Broughton, from 


Stevenage, to be manager on retirement of Mr. A. I. Tudor. Market Drayton: Mr. L. C. Pritchard, 
irom West Bromwich, to be manager. Northampton: Mr. H. E. Cooke to be sole manager on 


retirement of Mr. H. Talbot Butler. Redruth: Mr. W. G. Allen, from Hay-on-Wye, to be manager. 
Westminster Bank—Berkeley Sg.: Mr. C. D. Collins, from Regent St., to be manager. Birken- 
head and Bebington: Mr. W. G. Flinn, from Ramsey, to be manager on retirement of Mr. J. 
Roughley. Brondesbury: Mr. J. G. Brewer, from Sloane Sq., to be manager. Ae Gardens: 
Mr. E. Chandler, from Ealing, to be manager in succession to the late Mr. A. S. Chambers. 
Maldon, Essex: Mr. W. E. C. Harrap, from Bury St. Edmunds, to be manager on retirement of 
Mr. F. Mellers. Pveston: Mr. J. Malburn, from Liverpool, to be manager on retirement of Mr. 
H.H. Morris. Ramsey: Mr. S. C. Kissack, from Castletown, to be manager. St. Ann’s Well Rd., 
Nottingham; Mr. C. W. K. Borsley, from Mansfield, to be manager. St. John’s Wood: Mr. R. V. 
Lucas, from Berkeley Sq., to be manager on retirement of Mr. L. W. Shea. Walham Green: 
Mr. A. M. Phelps, from Victoria, to be manager on retirement of Mr. W. H. Horscroft. Wembley, 
Kingsbury and Wembley Park : Mr. S. W. Gilbert, from Brondesbury, to be manager on retirement 
of Mr. N. J. Russell. . 
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Banking Statistics 





0 
1951 

Oct.t Nov. 
Liquid Assets:* % w// 
Barclays 40.0 32.8 
Lloyds 40.0 32.8 
Midland 40.2 32.8 
National Prov. 39.4 30.6 
Westminster 30.7 30.4 
District 38.0 30.5 
Martins <— 28 we.8 


All Clearing 


Banks 39.0 


* Cash, call money and bills. 


32. 


0 





Trend of ** Risk ’”’ Assets 


(Figures in italics show percentages of gross deposits) 


1951 1953 1954 Change Change since 
Oct. Nov. Sept. Sept on Year Oct., 1951 
308.5 371.0 341.2 362.4 23.2 - 6.1 
29.2 29.3 26.0 26.5 
316.4 425-7 460.8 513.4 + 52.6 +197.0 
25.0 33.6 35-1 37-5 
345.2 351.1 305.3 310.6 t+ 5.3 — 34.6 
30.2 30.7 26.6 26.0 
279.6 371.2 395.0 430.6 + 41.0 +157.0 
24.4 32.5 34.4 36.5 
393-3 397.1 333-4 377-0 44.2 —- 15.7 
29.6 30. 24.4 26.9 . 
329.4 433.8 453-5 489.5 - 30.3 -160.4 
24.9 2.8 33-2 34-9 
290.3 298.1 237.6 260.3 + 22.7 — 30.0 
35.4 37.2 29.8 30.9 
165.9 230.9 243.3 282.8 39.5 +-116.9 
20.2 28.8 30.5 23.4 
248.6 249.5 210.2 241.3 + 31.1 - 7.3 
31.2 31.6 25.9 28.5 
209.4 263.6 256.3 310.4 + 54.1 +I0I.0 
26.3 33-4 31.6 36.7 
60.1 62.6 58.8 61.6 2.8 ~ Ss 
25.6 26.6 23.8 24.9 
71.5 91.6 93.7 97.7 4.0 26.2 
30.5 38.9 38.0 40.7 
89.6 Q1.4 79.8 92.3 + 12.5 + 2.7 
29.1 29.3 25.4 29.8 
78.6 102.8 120.9 112.6 - 8.3 +- 33.9 
25.5 33.0 38.5 36 
1,897.0 1,925.2 1,662.3 1,815.6 153.3 — 81.3 
30.6 o7..2 26.3 27.8 
1,555.2 2,032.7 2,136.9 2,360.5 223.6 + 805.3 
25.1 2.9 22.2 36.1 
Trend of Bank Liquidity 
1952 1953 1954 
Apr. Apr. July Aug. Sept. Oct.¢ Mar. July Aug. Sept. 
0/ 0/ 0/ 0/ 0/ oO 0/ o/ 0/ 0/ 
/O /O /O | /O / /O /O O- /O 
31.6 31.4 34.6 35.8 30.I 35.0 31.3 33-9 33.6 33-5 
31.3 31.0 34.2 35.4 36.2 36.9 33.0 34.2 34.2 34.6 
32.2 34-1 38.0 39.0 40.1 38.3 34.1 34.4 34.2 35-7 
31.1 29.8 33-7 37-4 37-6 37-2 33-9 32.9 34-7 33-4 
30.9 35-8 37-7 39-3 39.8 37.6 34.2 32.3 32.3 32.1 
29-5 33-9 35-4 35-9 30-1 35-7 33-2 32-1 30.3 31-5 
34-3 33-9 35-3 33-6 33-7 33-6 31.3 31.3 31.6 30.8 
31.6 32.4 35.5 36.8 37.4 36.6 33.0 33.2 33.5 33.7 
+ Eve of “‘new ”’ monetary policy. { After third funding. 
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Banking Trends over Thirty Years* 
‘* Risk ” Assets 
Liquid Assets 
Net Invest- Combined 
Averages Deposits Actual Ratio T.D.R.s ments Advances’ Ratio 
of Months: {mn. {mn. y {mn. {mn. % 
1921 1,759 680 38 — 325 833 64 
1922 1,727 658 37 _ 391 750 64 
1923 1,628 581 35 — 356 761 67 
1924 1,618 545 33 — 341 808 69 
1925 1,610 539 32 — 286 856 69 
1926 1,615 532 32 -= 265 892 70 
1927 1,661 553 32 = 254 928 69 
1928 1,711 534 33 —- 254 948 68 
1929 1,745 505 32 -= 257 991 69 
1930 1,751 596 33 ~ 258 963 68 
1931 1,715 560 32 — 301 919 69 
1932 1,748 611 34 oe 348 844 67 
1933 1,909 668 34 om 537 759 66 
1934 1,834 576 31 on 560 753 70 
1935 1,951 623 31 oe 615 769 69 
1936 2,088 692 32 -— 614 839 68 
1936 2,160 713 32 — 643 865 68 
1937 2,225 683 30 — 652 954 70 
1938 2,218 672 30 — 637 976 71 
1939 2,181 648 29 —— 608 991 71 
1940 2,419 785 31 73 666 955 65 
1941 2,863 676 23 495 894 858 59 
1942 3,159 712 22 642 1,069 797 57 
1943 3,554 723 20 1,002 1,147 747 52 
1944 4,022 788 19 1,387 1,165 750 40 
1945 4,551 886 19 1,811 1,156 768 4! 
1940 4,932 1,280 25 1,492 1,345 888 44 
1947 5,403 1,646 29 1,308 1,474 1,107 46 
1948 5,713 1,703 29 1,284 1,479 1,320 47 
1949 5,772 1,920 32 983 1,505 1,440 49 
1950 5,811 2,345 39 430 1,505 1,603 52 
1951 5,931 2,308 38 247 1,62 1,822 56 
1952 5,856 2,097 34 -- 1,983 1,838 62 
1953 6,024 2,201 35 — 2,163 1,731 62 
1951: 
Oct.f 5,981 2,423 39.1 177 1,555 1,897 55-7 
Nov.t 5,973 1,981 32.0 108 2,033 1,925 64.0 
1953: 
June 6,023 2,192 34.6 -— 2,136 1,763 63.5 
July 6,014 2,215 35-5 — 2,140 1,730 61.9 
Aug. 6,041 2,298 36.8 ~-- 2,140 1,676 61.2 
Sept. 6,095 2,306 37.4 2,137 1,662 60.1 
1954: - 
June 6,234 2,156 33.0 —- 2,311 1,837 63.5 
July 6,244 2,147 33.2 ~- 2,351 1,823 64.6 
Aug. 6,279 2,181 33-5 mon 2,348 1,829 64.1 
Sept. 6,300 2,200 23,9 ~ 2,360 1,816 63.9 
* Ten clearing banks for 1921-35, thereafter eleven except for italicized line for 1936. 
+ Bank statements immediately before and after the launching of the ‘‘new’’ monetary 
policy and the first special funding operation. 
Floating Debt 
Oct. 16, Sept. 24, Sept. 30, Oct. 9, Oct. 16, 
1953 1954 1954 1954 1954 
Ways and Means Advances: £m. £m. {m. fm. {m. 
Bank of England .. a es — — —- — — 
Public Departments 262.2 306.2 314.3 287.0 295.1 
Treasury Bills: 
Tender - wn e ‘a 3480.0 3320.0 3340.0 3350.0 3380.0 
Tap... - a - i 1072.2 1578.0 1532-5 1590.4 1591.8 
4814.4 5204.2 5186.8 5227.4 5200.9 
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National Savings 


(f millions) 


Change 
Savings in Total Total 
Certi- Defence Savings Total Accrued Defence Remain- Remain- 
nieates Bonds Banks Small Interest Bond ing ing 
(net) (net (net) (net) Maturity Invested Invested* 
1945-49 ~a > Bo ~ D4 r- 41.0 + 25.0 g3.6 et I27.2 OLOI.9 
1949-50 _ - 23.4 Id.0 - 25.7 * 07.7 100.4 - 2.7 6120.7 
1950-51 - 5.5 —20.7 604.3 - 90.4 QO5.0 4.0 6130.5 
[951-52 + 19.5 “14.7 —- 90.7 - 85.5 92.2 42.0 —30.0 6094.3 
1952-53 20.9 ig.3 [27.2 ~ZE7.7 90.5 45-5 —72.7 6020.9 
1953-54 -19.0 0.3 82.8 63.4 57.4 38.4 —14.4 6008.7 
1953 
April-August - O.4 4.0 74.0 69.2 30.1 21.5 —54.0 5970.3 
September .. - 1,0 ~ 2.3 - 8.28 t 1.9 6.7 3.6 5-0 5974-9 
1954 
April-August r 4.5 +S8.1 30.4 — 23.8 35-4 16.0 —- 4.3 6006.6 
September .. -~ 1.0 3.0 + 5.1 - Q.I 6.9 2.5 13.5 6018.0 


* This column relates to actual financial years, so that the changes shown do not correspond 
exactly with those in the previous column, which are calculated on a weekly basis. 





Britain’s Gold and Dollar Reserves 
(Millions of U.S. dollars) 
Net Gold and Dollar 


Surplus (+) or Deficit (-) Financed by: 
enemas SS — em enema Reserves 
Net Special at End 
Years and With With Surplus Ameri- Payments Change of Period 
Quarters E.P.U.* Other or can and in 
Areas Deficit Aid Creditst Reserves 
1940 % — QgO0s -—- I123 + 220 2006 
1947 - 7 — 413! ~ 3513 — 618 2079 
1948 i es : — -I710 O52 -~ 805 — 223 1856 
1949 = i : — 1532 1196 - 165 — 168 16338 
1950 se ‘. - 4 - 7QI ~ S05 762 ! 45 + 1012 3300 
195! ~ a —I112 -870 — 9835 199 — 176 — 965 2335 
1952 i“ - -270 — 400 - 736 28 — Id! — 459 1846 
1953 &% 3 -~113 + 433 —- 546 307 —- ISdI + O72 2515 
1953: 
[ = me - O35 _T19 t+ 214 106 —- 1 320 2166 
I] ws s* + 42 + 98 + 140 OL -- 201 2307 
Ii] 7 .. - I9 - 55 + 36 83 a - 19 2486 
IV i >. = © IOI 156 57 —- 18! 1 = 32 2518 
1954: 
I ‘cs 5 -102 - 107 60 . - 167 2085 
[I ‘a -. + OI + 253 + 314 18 - - 332 3017 
July s - + 4 + 76 - 80 15 - 99 -- 4 3013 
August 11 5 6 [1 + 322 - 95 2918 
September 12 - I4 26 9 : J 2901 
IIT - - - 3 + 57 + 60 35 — 21! - I16 2901 


* Portion of monthly deficit or surplus settled in gold (in month following each accounting 
period). 

+ Comprising a “ repurchase ”’ of sterling from the International Monetary Fund in August; 
the initial payment on the funding of part of Britain’s overdraft with the European Payments 
Union in July; and service charges on the U.S. and Canadian loans in December of 1951, 1952 
and 1953. The special credits comprised $4,909 millions from U.S. and Canadian credits in 
1946-50; $420 millions from the I.M.F. in 1947-49; and $325 millions from the South African 
gold loan of 1948. 
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THE ROYAL BANK OF SCOTLAND 





Capital Readjustment Approved 





The Duke of Buccleuch’s Statement 





SPECIAL General Court of Proprietors of 

the Royal Bank of Scotland was held on 

September 28 in Edinburgh. His Grace 
The Duke of Buccleuch and Queensbury, K.T., 
P.C., G.C.V.O., LL.D., Governor of the Bank, 
presided. 

His Grace said :— 

This Special Meeting has been called for the 
purpose of considering and, if approved, passing 
Resolutions increasing the Capital Stock of the 
Bank and authorising the issue of new Capital 
Stock to the proprietors, in the proportion of 
{2 new Stock for each £5 of existing Stock held. 
I am glad to have the privilege of explaining to 
you, in rather more detail than was given in the 
Circular issued just over three weeks ago, the 
reasons which have prompted the Court of 
Directors to make these proposals to you at this 
time, proposals which I feel sure will have been 
welcomed by you all and will have your whole- 
hearted support. This view is confirmed by the 
substantial support which has already been 
given by proxy by those proprietors who, for 
business or other reasons, cannot be with us to- 
day. You will also have observed that our pro- 
posals have been favourably commented upon 
in the financial press, and what is particularly 
pleasing to me and to the Court of Directors, is 
that no word of disapproval has, so far, been 
expressed. 


Issue of Consolidated Accounts 

The measures proposed have been in con- 
templation for some time. In my speech at the 
Annual Court in March I told you that re- 
newed consideration was being given to the 
possibility of issuing a Consolidated Balance 
Sheet of the Group, and your Directors, having 
since reviewed all the relevant considerations, 
have decided to make the necessary changes to 
enable a Consolidated Balance Sheet and a 
Consolidated Profit and Loss Account to be 
placed before you at the beginning of next 
year. This makes it necessary to alter the date 
of the Annual Balance of the Bank and, as a 
result, the first Consolidated Accounts wil! 
cover a period of almost sixty-four weeks end- 
ing on 31st December of this year. Thereafter, 
Accounts will be submitted annually for a full 
calendar year. 

Having made this decision, your Directors 
considered that this would be a suitable time 
to carry through the contemplated readjust- 
ment in the Capital structure of the Group and, 


as there has recently been some easing of the 
restrictions on the issue of new Capital arising 
from the capitalisation of reserves, they sought 
and obtained the consent of the Treasury to 
make an issue of new Capital on the basis em- 
bodied in the Resolutions being submitted to- 
day. If you give these Resolutions your ap- 
proval, the Capital position of the Bank, after 
the Directors have completed the proposed 
transfer from Inner Reserves, will be as follows: 


Jesned Capstal Stock ......«0%. {5,950,000 
5: 


Published Reserve Fund 050,000 
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{I [,000,000 


The necessary Resolutions to give effect to 
the Capital Proposals of our subsidiary Banks, 
of which intimation was given in our Circular 
Letter of 3rd September, have already been 
passed and their Capital resources are now as 
follows :— 


Glyn, Mills & Co. 


Amount of Stock issued...... 
Published Reserve Fund 


{1,200,000 
I, 200,000 
Eee eee eee 


$2,400,000 


Williams Deacon's Bank, Ltd. 


Paid-up Capital in “A” and 
ie ererer nr ere {2,250,000 
Published Reserve Fund...... 2,250,000 


1 EEN ee eee nee eee 


£4,500,000 


These changes, in addition to strengthening 
the Capital structure of these two Banks, also 
make their contribution towards showing the 
strength of the Group as a whole. 


Current Year’s Dividends 


The probable trend of future dividends must 
be a matter of interest to you all, but I feel sure 
vou would regard it as unwise, or at least im- 
prudent, for me to attempt to forecast the rate 
of dividends for future years. I can, however, 
say that, so far as the current year is con- 
cerned, it is the present intention of your Direc- 
tors to declare a second interim dividend at the 
rate of 74 per cent. actual, payable at Christ- 
mas, and a final dividend, payable in March, at 
the rate of 3} per cent. actual, in respect of the 
broken period of approximately twelve weeks 
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from the second Saturday in October, which 
has hitherto been the date of the closing of our 
Accounts, to 31st December, 1954. These two 
dividends payable on the new Capital, together 
with the first interim dividend paid at Mid- 
summer on the old Capital, will make the 
amount paid for the whole period from October, 
1953, to 31st December, 1954, approximate to 
an annual rate of 14 per cent. on the new 
Capital and, in the absence of adverse circum- 
stances, your Directors see no reason at present 
why this rate of dividend should not be 
maintained. 

There is one further matter which I feel I 
should mention today. I have already ex- 
plained that, on your passing the proposed 
Resolutions, the canna of the Bank will be 





£5,950,000, and you may have wondered why 
the opportunity has not been taken to have it 
rounded off to a figure of £6,000,000. This was 
indeed the intention of your Directors and, 
contemporaneously with the application to the 

Capital Issues Committee for permission to 
capitalise reserves, they sought permission to 
offer £50,000 of Stock to the Staff of the Group 
for subscription in cash and, having regard to 
the extent to which the interests of the Stock- 
holders and the Staff are bound together, I am 
sure you would have considered this proposal 
reasonable. I regret, however, that Treasury 
permission for the proposed cash issue was not 
granted and, in consequence, your Directors 
had to abandon this part of their scheme. 


The Resolutions were unanimously approved. 














Incorporated by Law in 1927. 
CAPITAL FULLY PAID 
RESERVE (Banking Department) 


One Wall 


The Bank, through its Banking Department, 





BANK MELLI IRAN 


(NATIONAL BANK OF IRAN) 
Holder of Exclusive Right of Note Issue 


Governor and Chairman of Executive Board: MR. ALI ASGHAR NASSER 
HEAD OFFICE: TEHRAN, IRAN 


Over 190 Branches and Agencies throughout Iran 
New York Representanuve: 

St.. 
CORRESPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 
offers complete banking service for Foreign Fxchange 
Transactions, provides special facilities for Documentary Credits, etc., and with its numerous Branches in 
Iran deals with every description of banking business. 

regarding import, export and trade regulations in force in Iran. | 


Rials 
Rials 


2,000,000,000.00 
491,500,000.00 


(Persia) 


New York 


Especial services for all kinds of ‘nformation 
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